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To  the  Senaie  and  Assembly  of  the  Legislature  of  California: 

I  am  transmitting  with  this  message  my  seventh  consecutive 
balanced  budget. 

It  is  responsible  in  character,  reasonable  in  concept  and  novel 
in  form. 

It  is  designed  to  reveal  the  facts  of  this  state's  fiscal  life  as 
fully  and  accurately  as  possible  with  the  hope  that  it  will  make 
easier  your  task  of  coping  with  our  problems. 

Making  a  budget  in  a  growing,  dynamic  state  like  California, 
especially  a  balanced  budget,  is  a  demanding  and  not  always 
pleasant  task. 

Scarce  dollars  are  a  strangely  inhuman  and  limiting  measure 
of  human  need.  And  tax  systems,  complex  and  distracting  in 
their  endless  variations  on  who  should  pay  what  share  of  the 
costs  of  civilization,  tend  to  obscure  the  fact  that  taxes  often 
open  the  way  for  human  opportunity  and  human  aspiration. 

Nonetheless,  it  is  the  budget  with  its  hard  won  balance  between 
taxes  and  appropriations  that  is  democracy's  most  vital  operating 
document.  It  is  in  this  document  that  we  succeed  or  fail  in  our 
effort  to  keep  California  growing  in  strength,  wisdom,  health 
and  prosperity  as  well  as  population. 

Once  again  I  have  made  economy  the  watchword  in  the 
preparation  of  this  budget,  and  once  again  I  invite  your  further 
efforts  toward  economy. 


In  so  doing,  however,  I  suggest  we  both  bear  in  mind  an 
observation  offered  by  that  great  English  parliamentarian, 
Edmund  Burke,  some  200  years  ago. 

".  .  .  mere  parsimony  is  not  economy,"  said  Burke.  "It  is 
separable  in  theory  from  it;  and  in  fact  it  may  or  may  not  be  a 
part  of  economy,  according  to  circumstances.  Expense,  and  great 
expense,  may  be  an  essential  part  in  true  economy.  .  .  .  Economy 
is  a  distributive  virtue,  and  consists,  not  in  saving,  but  in  selec- 
tion. Parsimony  requires  no  providence,  no  sagacity,  no  powers 
of  combination,  no  comparison,  no  judgment." 

I  trust  we  will  not  confuse  economy  with  parsimony,  and  this 
message  does  not  propose  to  do  so. 

We  face  an  unusually  difficult  situation  in  the  coming  year, 
complex  not  only  in  its  demands,  but  in  its  problems  of  com- 
munication to  you  and  the  public. 

When  I  took  office  in  1959,  I  urged  a  major  new  tax  program 
to  meet  a  growing  deficit  and  to  finance  compelling  new  needs  for 
state  services.  You  adopted  such  a  program.  Since  that  time, 
most  states  have  gone  to  the  tax  well  again  and  again  while 
California  has  had  only  minor  changes  and  adjustments.  We 
have  even  had  such  reductions  as  the  sales  tax  exemption  on 
prescription  drugs,  minor  cuts  in  state  income  tax  for  almost 
one  million  citizens  and  actual  elimination  of  income  tax  liability 
for  an  estimated  120,000  of  our  lowest  income  earners. 

We  also  have  brought  both  the  personal  and  corporate  income 
taxes  into  closer  conformity  with  the  Federal  law  as  a  con- 
venience to  the  taxpayer,  but  at  a  cost  of  many  millions  of 
state  revenue. 

Between  1959-60  and  1963-64,  the  last  year  for  which  figures 
are  fully  available,  California's  overall  state  tax  burden  per 
$100  of  personal  income  has  increased  just  7.9  per  cent.  This 
compares  with  a  17.1  per  cent  increase  for  New  York,  the  most 
nearly  comparable  state;  20.3  per  cent  for  Pennsylvania;  20.4 
per  cent  for  Texas ;  and  an  average  of  11  per  cent  for  all  states. 
Of  all  the  major  industrial  states,  only  two  with  substantially 
less  growth  and  substantially  lower  standards  of  service,  Ohio 
and  Massachusetts,  showed  a  smaller  increase  in  tax  burden.  De- 
spite New  York's  greater  increases  in  taxation  and  lesser  growth, 
the  current  New  York  Legislature  faces  far  more  difficult  fiscal 
problems  than  I  will  outline  to  you.  And  Massachusetts,  which  has 
let  services  suffer  while  severely  limiting  tax  increases,  now  faces 
crises  in  both  services  and  finances.  In  short,  California  has  fiscal 
problems  like  all  states,  but  the  responsible  middle  course  we 
have  followed  together  has  kept  our  service  standards  high  and 
our  costs  reasonable. 
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Why,  I  am  often  asked,  must  state  taxes  go  up  at  all?  Why 
doesn't  the  added  economic  activity  generated  by  our  explosive 
population  growth  produce  enough  taxes  to  provide  the  services 
required  by  that  growth? 

There  are  three  major  reasons. 

•  First,  our  population  growth  isn't  spread  equally  among  all 
age  groups.  For  every  four  people  here  when  I  was  first  sworn 
in  as  Governor,  there  are  now  five,  a  population  increase  of  25 
per  cent.  That  alone  has  placed  a  severe  strain  on  public  finance. 
But  the  rate  of  public  school  population  increase  has  been  twice 
that.  State  college  enrollment  has  doubled,  and  there  are  65 
per  cent  more  students  on  University  of  California  campuses. 
More  than  one  of  every  four  Californians  is  now  in  school,  and 
the  rest  of  us  are  footing  the  bill,  as  we  should  and  must  if 
California  is  to  continue  to  lead  the  way. 

•  Second,  population  growth  leads  to  people  living  ever  closer 
together,  with  all  the  consequent  expense  of  combating  urgent 
urban  problems  which  range  from  traffic  congestion  to  smog, 
to  water  scarcity  and  pollution,  to  added  pressures  on  beaches, 
parks  and  other  recreational  areas  and  facilities.  Government 
expenses  in  densely  populated  areas  inevitably  mount  faster 
than  the  rate  of  population  growth,  and  inevitably  local  govern- 
ments need  more  help  from  state  government.  I  think  it  is  note- 
worthy that  California  leads  the  nation  in  assistance  to  local 
governments,  with  65.9  per  cent  of  the  operating  funds  in  this 
new  budget  assigned  for  that  purpose.  I  think  it  is  also  note- 
worthy that  this  budget  calls  for  only  a  6.4  per  cent  increase  in 
support  of  state  operations,  but  an  increase  of  11.6  per  cent 
in  state  assistance  to  local  governments.  In  fact,  nearly  450  million 
dollars  technically  carried  as  expenditures  in  this  budget  are 
simply  revenues  which  we  will  collect  for  local  governments  and 
remit  with  no  control  over  their  uses. 

•  Third,  while  new  knowledge  and  new  technology  have  taught 
us  great  new  lessons  in  how  to  serve  the  public  in  scores  of  ways, 
they  have  also  greatly  increased  the  cost  of  government  even 
without  respect  to  population  growth.  The  lengthening  of  an 
airport  runway  to  handle  jets,  the  design  of  a  new  institution 
to  take  care  of  mentally  retarded  children  who  a  few  years  ago 
had  little  or  no  life  expectancy,  the  purchase  of  textbooks  to 
teach  the  new  math — all  these  are  well  worth  the  investment. 
But  they  are  expensive. 

What  then  should  we  do?  Turn  back?  Throw  up  our  hands 
in  despair  at  the  prospect  of  having  to  raise  enough  money  to 
meet  our  real  needs?  Not  at  all.  California  has  ample  resources 
to  meet  not  only  the  challenges  of  today,  but  of  tomorrow.  Let 
us  then  simply  match  our  needs  against  those  resources,  measur- 
ing each  against  each  not  only  for  the  1965-66  fiscal  year  but 
for  the  foreseeable  future. 

That  is  what  I  now  intend  to  do. 
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As  we  end  the  current  fiscal  year  on  June  30,  1965,  we  will 
have  a  free  surplus  of  56  million  dollars  and  another  78.6  million 
dollars  in  reserves  dedicated  to  aid  to  local  school  districts.  Even 
so,  our  existing  expenditure  commitments,  agreed  to  by  you 
and  me,  and  in  part  approved  by  direct  vote  of  the  people,  will 
make  substantial  tax  increases  necessary.  Further,  because  of 
the  non-recurring  nature  of  the  revenues  which  built  our  present 
surplus  and  reserves,  the  necessary  tax  increases  for  1965-66 
will  be  only  a  fourth  of  the  tax  increases  that  will  be  needed 
for  1966-67  when  both  the  surplus  and  the  reserves  will  be  gone 
and  unavailable  to  help  carry  the  burden. 

To  make  this  situation  and  its  compelling  urgencies  clear  to 
all,  this  message  will  deal  with  our  fiscal  problems  in  two  phases, 
and  I  recommend  that  you  do  the  same. 

I  propose  first  that  we  act  on  an  austerity  version  of  the 
budget,  one  that  has  already  been  characterized  publicly  as  the 
"bare  bones"  or  "workload"  budget,  a  budget  that  recognizes 
only  the  commitments  of  the  past  and  the  growth  in  the  numbers 
of  people  to  whom  those  commitments  have  been  made. 

There  are  only  three  new  aspects  of  this  basic  budget. 

I.  The  manner  in  which  it  is  presented.  Capital  outlay  is  set 
forth  in  a  separate  document  detailing  long-term  investments  in 
physical  plant  and  equipment  for  our  host  of  University  and  col- 
lege campuses,  our  correctional  institutions,  our  highways,  our 
great  state  water  project,  our  beaches  and  parks  and  our  other 
public  facilities. 

Further,  in  an  unrelated  but  equally  important  change  we  will 
continue  the  transition  to  full  program  budgeting.  In  a  supple- 
ment to  the  attached  budget,  which  is  cast  in  the  traditional 
bine  item  format,  you  will  receive  the  budgets  of  some  fifteen 
departments  as  recast  in  program  format.  The  substance  will 
be  exactly  the  same,  thus  affording  you  an  opportunity  to  weigh 
the  advantages  and  disadvantages  of  each  method  of  presenta- 
tion. If  you  concur  with  us  that  the  time  has  come  to  move 
entirely  to  program  and  performance  budgeting,  we  will  endeavor 
to  do  so  next  year. 

II.  The  proposed  deletion  or  reduction  of  an  unprecedented 
number  of  established  programs  that  have  become  more  tradi- 
tional than  useful  to  the  State  of  Calif ornia,  and  the  change  to  a 
self-sustaining  basis  of  other  services  which  benefit  certain 
groups. 

We  can  save  the  General  Fund  alone  almost  6  million  dollars  if 
you  will  join  with  me  in  resisting  the  political  protest  against 
these  proposed  changes  in  programs  which  still  have  some  utility, 
but  no  longer  pass  the  strictest  tests  of  economy  and  priority. 
The  questions  we  should  ask  ourselves  as  these  program  deletions 
or  changes  are  considered  are  simply  these :  Is  the  value  of  these 
programs  still  great  or  have  they  become  marginal?  If  these 
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programs  were  to  be  newly  presented  this  year,  would  they 
be  approved  ahead  of  the  new  items  I  will  discuss  later  in  this 
message?  Should  some  of  these  programs  which  benefit  specific 
industries  or  groups  now  be  supported  by  those  industries  or 
groups  rather  than  by  the  general  taxpayer*?  I  have  instituted  a 
comprehensive  and  continuing  survey  to  obtain  answers  to  these 
questions  on  all  state  programs.  In  this  budget,  I  am  taking  the 
first  major  steps  in  this  area  with  a  series  of  recommendations 
which  include  termination  of  educational  assistance  to  veterans 
(although  maintaining  assistance  to  their  dependents)  ;  a  change 
to  self-support  of  the  Poultry  Improvement  Commission,  the  Dis- 
tricts Securities  Commission  and  the  Department  of  Agriculture's 
bureaus  of  meat  inspection,  poultry  inspection  and  dairy  service ; 
elimination  of  the  California  Cadet  Corps  and  the  State  Military 
Reserve ;  elimination  of  the  money -losing  State  Fair  Horse  Show, 
and  a  number  of  comparable  changes  in  other  areas.  I  expect  in 
the  future  to  recommend  other  such  savings  to  you  as  a  result  of 
this  most  searching  re-evaluation  program  in  the  last  two  decades. 
A  study  is  now  being  made,  for  example,  of  the  savings  and  other 
advantages  which  might  come  from  combining  State  Disaster  plan- 
ning with  Military  Department  operations.  Another  concerns  the 
possibility  of  streamlining  our  system  of  district  and  county  fairs, 
again  with  substantial  savings  to  the  taxpayers. 

III.  Only  one  new  appropriation  is  called  for  in  this  austerity 
version  of  the  budget,  the  sum  of  $62,431  to  finance  California's 
administrative  costs  in  participating  in  the  Federal  government's 
multi-billion  dollar  war  on  poverty.  It  is  not  yet  possible  to  de- 
termine the  state 's  10  per  cent  share  of  certain  program  costs,  but 
I  would  urge  that  this  amount,  believed  to  be  less  than  2  million 
dollars,  be  included  in  the  "bare  bones"  budget  if  the  amounts 
can  be  determined  at  an  early  enough  date. 

None  of  the  above  deals  with  still  another  special  problem,  one 
which  deserves  our  full  and  early  attention.  The  disastrous  floods 
of  late  December  have  caused  not  only  great  physical  damage,  but 
equally  great  economic  disruption  in  many  areas  of  Northern  Cali- 
fornia. We  have  not  yet  been  able  to  measure  the  costs  of  repair 
and  rehabilitation,  and  I  will  soon  send  you  a  special  message  on 
this  subject.  It  will  deal  with  both  the  urgent  problems  of  the 
moment  and  the  long  term  requirements  of  a  full  return  to  eco- 
nomic order  in  the  communities  involved.  That  program  will  in- 
clude a  proposal  for  a  special  one  cent  per  gallon  tax  on  motor 
vehicle  fuels  to  be  levied  statewide  for  six  months  to  meet  the 
repair  costs  of  city  and  county  streets,  roads  and  bridges.  Local 
governments  whose  tax  base  was  badly  eroded  by  the  floods  cannot 
hope  to  do  the  job  themselves  for  years.  In  fact,  restoration  of  the 
tax  base  depends  on  prior  restoration  of  adequate  transportation. 
It  is  estimated  that  the  proposed  temporary  tax  would  raise  37 
million  dollars,  enough  to  meet  the  need. 


With  these  special  aspects  of  the  budget's  provisions  noted,  here 
then  is  a  summary  of  expenditures  in  the  proposed  basic  budget 
for  1965-66. 

EXPENDITURES 
(In  millions) 

Dollar    Percentage 
increase     increase 
over  over 

Original  Revised         Proposed         revised        revised 

1964-65  1964-65        1965-66        1964-65    1964-65 

Current  operations: 

State  support $1,053.4      $1,049.9      $1,117.4      $67.5*         6.4% 

Assistance  to 

local  government 1,906.7        1,935.8        2,160.8      225.0f       11.6% 

Total    $2,960.1       $2,985.7      $3,278.2       $292.5        9.8% 

Capital  Outlay: 

From  current  resources 

(largely  state  highway 

funds)     315.1  474.7  340.4    —134.3  —28.3% 

From  bond  funds 395.6  444.1  408.1      —36.0    —8.1% 

Total   $710.7         $918.8         $748.5  —$170.3  —18.5% 

*  This  consists  of  population  growth  at  University  $16.3  million.  State  Colleges  $12.5  million, 
mental  hygiene  $6.6  million,  corrections  and  Youth  Authority  $5.7  million  ;  debt  service 
$7.9  million ;  and  settlement  of  1955  flood  damage  claims  $6.3  million.  Also  included  are 
special  fund  increases  of  $11.5  million. 

t  This  consists  of  increases  for  education  $107.4  million,  health  and  welfare  $77.1  million,  and 
revenues  shared  with  local  governments  $47.2  million. 

If  you  were  to  add  the  current  operations  and  capital  outlay 
totals  as  has  been  the  custom  in  past  years,  you  would  obtain  a 
combined  1965-66  expenditure  figure  of  4.02  billion  dollars,  an 
increase  of  121  million  dollars  over  the  comparable  revised  total 
of  3.9  billion  dollars  for  1964-65  and  a  percentage  increase  of 
3.1  per  cent. 

Combining  these  totals,  however,  is  really  almost  valueless  in 
appraising  the  state's  expenditure  pattern  from  year  to  year,  for 
two  reasons.  The  first  is  the  large  number  of  capital  outlay  ap- 
propriations which  are  not  spent  as  fast  as  originally  planned. 
Over  200  million  dollars  of  such  projects,  approved  for  expendi- 
ture in  prior  years,  have  been  carried  over  to  the  1964-65  revised 
budget,  the  largest  amount  being  120  million  dollars  in  highway 
construction.  This  is  a  recurring  situation  and  has  been  the  major 
defect  in  comparative  totals  of  past  years.  The  second  reason,  as 
many  of  you  know,  is  the  duplication  caused  when  appropriations 
from  present  bond  issues  are  combined  with  the  cost  of  repaying 
prior  bond  issues.  Both  of  these  confusing  transactions  are  now 
isolated  in  the  capital  outlay  totals. 

To  avoid  these  distortions,  which  obscure  rather  than  empha- 
size the  proper  relationship  between  resources  and  expenditures, 
I  am  presenting  these  figures  as  separate  totals,  and  will  continue 
to  do  so  in  the  future.  And  for  a  better  understanding,  both  of 
the  trends  of  state  finance  and  the  resulting  revenue  needs,  I 
suggest  the  figures  in  the  current  operations  budget  are  far  more 
useful  in  assessing  the  state's  fiscal  situation. 
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These  current  operations  totals  contain  expenditures  from  both 
the  General  Fund  and  special  funds.  However,  the  primary  im- 
pact of  California's  growth  and  the  need  for  additional  revenues 
which  this  growth  requires  must  basically  be  met  within  our  Gen- 
eral Fund. 

Existing  expenditure  commitments,  primarily  in  assistance  to 
local  governments,  are  now  greater  than  current  income  from  our 
General  Fund  tax  structure.  By  June  30,  1966,  these  commit- 
ments will  exceed  our  resources  by  62  million  dollars,  even  after 
we  utilize  our  current  year  surplus  and  reserves  of  134.6  million 
dollars.  And  by  1966-67  this  revenue  gap  will  approximate  250 
million  dollars,  all  of  which  must  be  met  by  additional  revenues. 
Two  past  decisions  were  critical  in  making  the  62  million 
dollar  new  tax  requirement  for  1965-66  and  the  250  million  dollar 
requirement  for  1966-67  a  foregone  conclusion  before  this  budget 
was  drafted. 

The  most  important  was  the  decision  last  year  by  leaders  of 
both  parties  in  the  Legislature  and  by  both  the  legislative  and 
executive  branches  on  a  new  general  increase  in  state  aid  to  local 
schools.  This  increase  will  reach  103  million  dollars  next  year  and 
must  be  added  to  the  regular  annual  growth  increase  of  46  mil- 
lion dollars.  Everyone  involved  knew  that  there  was  no  regular 
source  of  revenue  to  finance  the  new  legislation  once  our  present 
dedicated  education  reserve  was  exhausted,  as  it  will  be  before  the 
end  of  the  next  fiscal  year.  It  was  agreed  that  new  taxes  would 
be  required  for  this  purpose  at  this  legislative  session,  and  special 
tax  committees  of  both  the  Senate  and  the  Assembly  have  been 
working  for  many  months  on  recommendations  as  to  sources  and 
amounts.  I  understand  the  committee  reports  will  soon  be  avail- 
able to  you  to  consider  alongside  the  recommendations  I  will 
make  today. 

I  do  not  intend  to  complain  about  this  new  state  tax  require- 
ment for  increased  assistance  to  local  school  districts.  I  am  proud 
of  the  new  level  of  assistance,  as  I  am  sure  you  are.  And  like 
you,  I  stand  ready  to  participate  in  raising  the  revenues  required. 
In  so  doing,  however,  I  point  out  to  local  officials  that  we 
will  have  raised  state  school  aid  195  million  dollars  (23.2%) 
in  just  two  years  while  enrollment  will  be  up  430,000  (only 
10.8%  )  in  the  same  period,  and  that  this  fact  should  be  reflected 
in  their  local  property  tax  requirements. 

The  second  factor  that  made  action  on  new  revenues  urgent 
at  this  session  was  the  decision  of  the  1963  Legislature  not  to 
adopt  the  "  pay-as-you-earn "  method  of  collecting  income  taxes, 
perhaps  best  known  as  the  withholding  system,  when  I  sug- 
gested it  two  years  ago.  It  would  have  meant  a  minimum  of  120 
million  dollars  in  increased  revenues  by  the  end  of  the  1965-66 
fiscal  year  without  changing  or  increasing  a  single  tax  or  tax 
rate.  Later  in  this  message,  I  propose  to  renew  my  suggestion 
that  we  put  payment  of  our  personal  income  taxes  on  a  current 
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basis,  as  we  have  already  done  with  almost  all  other  major  types 
of  State  and  Federal  taxation.  In  doing  so,  we  could  eliminate  a 
substantial  portion  of  the  need  for  new  or  higher  taxes  for  the 
next  two  years. 

Quite  apart  from  the  "pay-as-you-earn"  proposal,  let  me 
explain  at  this  point  that  we  will  not  solve  our  whole  problem 
if  we  improvidently  plan  only  to  fill  this  year's  revenue  gap 
at  this  session.  When  the  present  surplus  and  reserves  are  ex- 
hausted during  the  1965-66  fiscal  year  and  a  number  of  so-called 
one-time  revenues  are  thus  no  longer  available,  the  true  gap  in  our 
revenue-expenditure  pattern  will  emerge.  The  permanent  gap, 
as  I  have  noted  earlier  in  this  message,  is  approximately  250 
million  dollars  a  year,  even  if  we  do  not  add  a  single  new  ex- 
penditure conunitment  in  1965-66  or  1966-67. 

We  are  thus  already  committed  to  this  250  million  dollar 
revenue  program  by  our  expenditure  commitments  of  the  past 
and  our  present  and  future  growth.  This  bill  must  be  marked 
paid  before  we  move  on  to  other  important  new  obligations. 
There  are  many  different  ways  to  pay  it,  but  there  can  be  no 
question  about  the  size  of  the  bill. 

I  intend,  as  I  have  always  intended,  to  set  forth  the  further 
requirements  of  other  urgently  needed  programs  as  a  second 
phase  of  this  message.  I  have  already  outlined  many  of  them 
to  you  in  general  terms  in  my  initial  message  to  this  session  of 
the  Legislature.  It  will  be  the  role  of  this  budget  message  to 
reckon  the  cost. 

I  will  turn  in  a  moment  to  this  task  and  the  accompanying 
task  of  setting  forth  potential  sources  of  revenue  for  tbese  needs. 
I  want  first,  however,  to  fulfill  my  constitutional  obligation  to 
propose  a  tax  program  to  meet  the  needs  already  recognized  by 
this  Legislature  at  previous  sessions — to  pay  in  full  the  bills 
wbicb  we  are  already  incurring. 

Roughly  two-thirds  of  the  two-year  revenue  program  which 
follows — and  which  is  limited  to  the  needs  of  the  "bare-bones" 
budget — is  made  up  of  adjustments  and  reforms  within  our  pres- 
ent tax  structure.  These  are  designed  to  maximize  receipts,  to 
close  loopholes  and  to  eliminate  old  ineqiiities.  The  other  third  of 
the  program  involves  new  tax  rates  or  principles. 
The  program's  major  components  in  terms  of  return  are  these. 
1.  Increase  the  cigarette  tax  and  enact  a  tobacco  tax  to  produce 
101.7  million  dollars  to  state  government  and  to  provide  38.8 
million  dollars  to  local  governments  for  purposes  of  further  prop- 
erty tax  relief.  This  would  require  a  5  cent  increase  in  the  tax  on 
cigarettes,  from  3  cents  to  8  cents  a  package,  with  1£  cents  being 
returned  to  local  governments.  Enactment  of  a  comparable  tax 
Of  20  per  cent  at  wholesale  on  cigars  and  other  tobacco  products 
would  also  be  necessary.  Only  two  states  have  no  cigarette  tax, 
and  in  only  two  others  is  the  tax  lower  than  in  California.  The 
5  cent  increase  would  put  California's  tax  at  the  same  level  as 
16   other  states,   including  such  major  states   as  New  Jersey, 
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Pennsylvania,  Texas  and  Florida.  Passage  of  the  comparable  tax 
on  cigars  and  other  tobacco  products  would  end  the  obvious  in- 
equity between  those  who  smoke  cigarettes  and  those  of  us  who 
smoke  cigars  or  pipes.  The  return  of  1J  cents  to  local  govern- 
ments on  a  per  capita  basis  would  be  made  only  if  local  govern- 
ments would  agree  not  to  tax  cigarettes.  Los  Angeles,  San  Diego 
and  seven  other  cities  now  impose  such  a  tax.  We  believe  their 
revenues  under  our  approach  would  meet  or  exceed  their  income 
from  their  present  2  cent  cigarette  taxes.  To  other  units  of  local 
government,  this  will  mean  they  too  can  use  this  new  source  to 
ease  the  pressure  on  the  property  tax. 

2.  Change  the  gift  and  inheritance  taxes  to  produce  54  million 
dollars  in  1966-67.  The  largest  personal  estate  in  the  history  of 
California,  one  approaching  200  million  dollars,  is  now  being 
appraised  and  processed.  It  appears  that  it  will  mean  little  or 
no  revenue  to  the  State  because  of  provisions  of  the  present  in- 
heritance tax  law  relating  to  charities  and  charitable  foundations, 
although  a  normal  pattern  of  estate  distribution  might  have 
meant  approximately  10  million  dollars  to  the  state.  The  State 
properly  should  receive  a  substantial  tax  from  an  estate  of  this 
size  under  any  circumstances.  There  are  many  other  inequities 
in  the  inheritance  and  gift  taxes,  and  I  propose  a  thorough-going 
revision  of  these  levies. 

Specifically,  I  propose  ending  the  discount  for  early  payment 
and  reducing  the  grace  period  from  24  months  to  15  months,  con- 
forming to  Federal  practice;  raising  Class  A  rates  moderately; 
eliminating  the  complete  exemption  for  charitable  bequests,  but 
exempting  the  first  $25,000  of  each  such  bequest;  reducing  the 
annual  gift  tax  exemption  from  $4,000  to  $3,000  in  conformity 
with  the  Federal  gift  tax  law;  including  all  insurance  pay- 
ments, which  would  end  the  present  $50,000  exemption; 
closing  of  loopholes  opened  by  the  present  ability  to  give  bene- 
ficiaries a  life  interest  in  a  trust,  estate  or  other  property  with 
power  to  direct  disposal  on  death  of  the  beneficiary  with  only  one 
inheritance  tax  payment;  integrating  the  gift  and  inheritance 
tax  exemptions  and  rates ;  and  consolidating  certain  classes  of 
beneficiaries 

3.  Adopt  "pay-as-you-earn"  collection  of  personal  income 
taxes  beginning  January  1,  1966,  with  no  double  taxation  and 
no  windfall  to  the  state  during  any  fiscal  year.  The  result  would 
be  an  additional  income  to  the  State  from  those  who  would  other- 
wise pay  no  personal  income  tax.  Closing  this  avenue  of  tax 
evasion,  coupled  with  "pay-as-you-earn"  tax  collection,  will  pro- 
duce at  least  60  million  dollars  when  fully  effective  in  1966-67. 
This  would  require  no  increase  in  tax  rates  and  no  reduction  in 
present  exemptions  and  credits. 

If  you  should  elect  not  to  authorize  this  method  of  collection, 
it  will  be  necessary  to  turn  to  some  other  new  or  increased  tax 
to  produce  the  amount  it  would  have  produced  in  the  1966-67 
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fiscal  year.  My  recommendation  in  this  event  would  be  that  the 
personal  income  tax  be  raised  in  such  a  way  that  a  substantial 
part  of  the  total  would  be  deductible  from  Federal  income  tax. 
This  could  be  done  in  a  variety  of  ways  which  I  will  discuss 
later  in  this  message.  I  would  hope,  however,  that  "pay-as-you- 
earn"  would  be  adopted  instead  for  this  first  phase  of  the 
revenue  program. 

I  said  two  years  ago  that  26  of  the  30  states  with  a  general 
income  tax  collect  it  in  the  same  way  as  the  Federal  government 
by  withholding  on  a  "pay-as-you-earn"  basis.  Since  then  two 
more  states  have  adopted  the  income  tax  and  both  are  collect- 
ing the  tax  through  the  withholding  system.  Ironically,  very  few 
of  these  states  have  as  compelling  reasons  for  such  action  as 
California.  Only  we  have  hundreds  of  thousands  of  new  residents 
enter  each  year  to  enjoy  all  our  services  at  a  discount  rate.  They 
pay  no  income  taxes  until  a  year  later  and  thus  are  supported  to 
the  tune  of  many  millions  of  dollars  a  year  by  established  tax- 
payers who  would  otherwise  pay  just  that  much  less  in  taxes. 
I  believe  in  welcome  wagons,  but  this  one  costs  established  tax- 
payers just  too  much.  Add  to  this  problem  the  multi-million 
dollars  lost  through  tax  evasion  and  non-payment  by  persons 
leaving  the  state  during  the  year,  and  you  have  a  huge  gift  from 
those  who  pay  our  taxes  to  those  who  don't. 

I  recognize  the  costs  of  collection  that  this  system  adds  to 
businesses,  particularly  small  businesses  throughout  the  state, 
and  I  propose  that  they  be  given  indirect  reimbursement  of  the 
same  type  now  given  to  those  who  collect  the  sales  tax. 

Adoption  of  this  system  would  produce  a  26  million  dollar 
state  revenue  loss  in  1965-66,  the  year  of  adoption,  because  of 
tbe  forgiveness  feature  designed  to  avoid  double  taxation.  But  tbe 
60  million  dollars  of  recurring  increased  revenue  thereafter 
makes  this  approach  to  our  revenue  problems  a  highly  desirable 
one. 

4.  Close  loopholes  in  the  sales  tax  caused  by  tbe  tremendous 
expansion  of  leasing  or  renting  as  a  substitute  for  actual  pur- 
chase, especially  in  the  electronic  data  processing  field.  This 
would  bring  the  State  an  additional  13.5  million  dollars  a  year, 
and  local  governments,  some  4.5  million  dollars.  Of  this,  the 
State  would  get  10.6  million  dollars  and  local  governments  3.5 
million  dollars  from  rental  of  business  machines  alone. 

5.  Extend  the  sales  tax  to  all  occasional  sales  of  motor  vehicles 
and  to  occasional  sales  of  boats  and  airplanes.  This  would  end 
all  exemptions  in  this  area  except  for  sales  between  members 
of  the  seller's  immediate  family,  add  an  estimated  $8.1  million 
dollars  in  revenue  and  substantially  eliminate  an  expensive  and 
difficult  problem  of  tax  administration. 

6.  Save  4.7  million  dollars  in  General  Fund  revenue  by  sup- 
porting all  regulatory  activities  of  the  Department  of  Alcoholic 
Beverage  Control  from  the  license  fees  now  paid  by  the  industry. 


These  measures  taken  together  would  produce  a  net  increase 
to  the  General  Fund  of  75  million  dollars  in  1965-66  and  of  245 
million  dollars  in  1966-67  and  would  thus  meet  the  needs  of  the 
basic  workload  budget  for  the  next  two  years.  They  would  not 
meet  the  full  needs  of  the  State  of  California,  however,  and  I 
therefore  pass  to  the  second  phase  of  this  budget  message. 

Included  here  are  those  new  programs  and  items  which  I  feel 
are  important  to  California's  future,  but  should  not  be  authorized 
until  we  know  that  the  budget's  first  phase  is  in  balance.  Also 
included  in  this  second  phase  is  a  discussion  of  alternative 
methods  of  financing  these  new  programs  and  items. 

Let  me  emphasize  two  positions  here.  First,  I  want  to  make 
it  clear  that  this  second  phase  can  be  accomplished  only  through 
a  close  and  cooperative  working  arrangement  with  both  the  As- 
sembly and  the  Senate  and  their  committees.  My  recommenda- 
tions for  a  revenue  program  have  been  carefully  considered,  but 
I  have  not  yet  had  the  benefit  of  study  of  forthcoming  reports 
of  the  special  legislative  committees  still  at  work  in  this  field. 
I  assure  you  that  I  stand  ready  to  consider  variations  in  my  tax 
proposals  in  the  light  of  new  information  and  new  considerations. 
I  propose  to  maintain  full  flexibility  in  dealing  with  these  critical 
revenue  problems,  and  I  would  urge  you  to  do  the  same. 

Second,  I  also  want  to  recognize  at  this  time  that  the  expendi- 
ture additions  I  propose  here,  if  adopted,  would  add  substantially 
to  the  totals  in  the  proposed  budget.  There  will  be  full  acknowl- 
edgment on  my  part  that  these  increases  were  made  at  my  request 
and  did  not  result  from  legislative  action  alone.  I  have  always 
believed  in  taking  full  responsibility  for  my  own  recommenda- 
tions, and  although  this  budget  is  different  in  approach,  it  is  not 
different  in  its  reflection  of  what  I  believe  to  be  my  constitutional 
responsibilities. 

Here,  then,  are  my  phase-two  recommendations : 

1.  I  propose  adoption  of  the  State  Personnel  Board's  salary 
recommendations  and  the  equivalent  of  a  five  per  cent  across- 
the-board  salary  increase  for  employees  of  the  State  College 
system  and  the  University  of  California.  The  total  cost  of  such 
increases  would  be  approximately  33.5  million  dollars. 

If  a  reduction  in  the  number  of  holidays  for  state  employees 
can  be  made,  as  seems  possible,  I  would  suggest  you  recognize 
the  resulting  savings  in  increased  state  contributions  to  health 
benefit  costs. 

2.  I  propose  that  we  finance  at  least  50  million  dollars  a  year 
of  capital  outlay  from  new  tax  revenues  rather  than  relying 
almost  entirely  on  bond  funds  for  this  purpose.  You  and  t 
agreed  last  year  that  such  action  would  be  desirable,  and  a  1964 
legislative  resolution  urges  that  it  be  taken  at  this  time. 

3.  I  propose  a  realistic  expansion  of  aid  to  special  school  pro- 
grams for  children  from  homes  and  neighborhoods  which  handi- 
cap them  culturally  and  educationally.  This  effort  to  break  the 


cycle  of  poverty  can  be  most  effective  in  the  pre-school  and  early 
school  years.  The  full  details  of  proposed  Federal  aid  for  this 
purpose — not  only  through  direct  educational  financing,  but  also 
through  Federal  poverty  and  welfare  programs — are  not  yet 
available,  but  I  believe  a  maximum  state  matching  effort  should 
not  cost  more  than  10  million  dollars  a  year. 

4.  I  propose  that  we  make  a  significant  start  in  bringing  our 
programs  for  the  mentally  retarded  wp  to  the  same  high  standards 
as  those  we  maintain  for  the  mentally  ill.  The  Mental  Retardation 
Study  Commission  has  outlined  a  splendid  program,  and  I  ask 
that  we  begin  to  carry  out  its  objectives  at  a  first  year  cost  of 
2.5  million  dollars.  That  amount  will  cover  both  action  recom- 
mendations and  necessary  administrative  strengthening  within 
the  Department  of  Mental  Hygiene. 

5.  I  propose  that  we  now  begin  to  finance  those  non-reimburs- 
able recreation  and  fish  and  wildlife  enhancement  features  of 
the  California  Water  Plan  to  which  we  are  already  obligated 
by  statute  and  by  pledges  to  the  voters  during  the  1960  water 
bond  issue  campaign.  Your  leaders  on  water  legislation  have 
recommended  that  we  begin  this  year,  and  I  ask  that  you  set 
aside  5  million  dollars  more  a  year  from  tidelands  oil  income 
for  this  purpose. 

6.  I  propose  that  we  reduce  the  work  week  of  state  forest  fire 
fighters  from  104  hours  to  96  hours  at  a  cost  of  $755,000  a  year. 
Their  present  work  week  is  substantially  longer  than  those  in 
comparable  work  in  other  jurisdictions,  and  this  longstanding 
inequity  should  be  ended. 

7.  I  propose  that  we  work  out  a  welfare  cost-sharing  program 
which  would  meet  at  least  some  of  the  basic  problems  posed  in 
the  report  of  the  Welfare  Study  Commission  established  at  the 
1961  session  of  the  Legislature.  I  estimate  an  additional  state 
cost  of  8  million  dollars  would  be  necessary,  but  any  final  action 
and  decision  on  amount  should  be  dependent  on  a  solution 
mutually  acceptable  to  the  counties  and  the  state.  If  such  an 
agreement  cannot  be  reached,  I  would  recommend  deferring 
this  item  for  another  year. 

8.  I  propose  a  1.5  million  dollar  program  to  permit  California 
schools  to  take  advantage  of  the  opportunities  for  use  of  educa- 
tional television  in  meeting  our  unprecedented  educational  tasks. 

9.  I  propose  we  spend  $1,415,000  in  strengthening  the  state's 
library  resources.  Of  that  total,  $600,000  would  go  to  the  Univer- 
sity of  California  to  maintain  its  present  pace  of  library  develop- 
ment, $600,000  to  the  State  College  system  for  the  same  purpose, 
$40,000  to  the  State  Library  in  Sacramento  to  meet  new  demands 
on  its  resources,  and  $175,000  more  in  state  assistance  to  local 
libraries  as  a  logical  second  step  in  the  program  begun  two 
years  ago. 
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10.  I  propose  that  we  also  provide  12  million  dollars  more  to 
fund  other  miscellaneous  programs  and  contingencies  which  de- 
serve legislative  consideration.  The  most  notable  are  flood  relief 
and  anti-poverty  appropriations  as  already  discussed.  Others 
include  funding  of  the  state  tourism  program  authorized  last 
year;  a  new  housing  and  community  development  department; 
specialized  medical  care  for  certain  types  of  medically  handi- 
capped children;  establishment  of  units  for  adolescents  and 
additional  staffing  of  children's  units  at  the  Camarillo  and  Napa 
state  hospitals;  release  time  for  the  academic  senates  of  the 
State  Colleges;  funds  for  site  studies  at  new  colleges;  research 
funds  for  the  University  of  California  for  developing  machinery 
to  help  in  the  harvesting  of  certain  crops ;  a  work  furlough  pro- 
gram for  adult  prison  inmates  and  encouragement  of  the  ex- 
panded use  of  local  probation;  a  new  data  processing  service 
center  and  control  program ;  strengthening  of  the  treatment  pro- 
gram at  the  Veterans  Home;  major  State  Lands  Commission 
staffing  changes  to  handle  development  of  the  East  Wilmington 
tidelands  oil  field;  and  funds  for  control  of  cigarette  smoking 
and  alcoholism. 

In  keeping  with  the  approach  which  has  been  used  for  General 
Fund  agencies,  those  functions  supported  by  other  funds  are  also 
budgeted  solely  on  a  workload  basis.  Such  items  as  increased 
officers  for  the  Highway  Patrol;  a  strengthened  driver  improve- 
ment program;  and  certain  construction  projects  which  do  not 
fully  meet  the  minimum  workload  criteria  of  this  "bare  bones" 
budget,  but  may  come  before  you,  were  not  included  in  this  list- 
ing because  they  would  not  require  additional  revenues. 

It  should  be  understood  that  all  these  and  any  other  second 
phase  programs  will  be  presented  through  special  augmentation 
letters  at  the  time  you  are  ready  to  proceed  with  their  consider- 
ation. It  should  be  further  understood  that  except  for  extraor- 
dinary emergencies,  such  as  that  involving  flood  relief,  no  Gov- 
ernor's letters  can  be  granted  to  permit  any  legislation  with 
General  Fund  fiscal  implications  to  move  ahead  of  the  basic 
budget. 

These  second  phase  proposals  would  require  approximately 
another  125  million  dollars  in  revenue  annually.  I  suggest  that 
the  funds  be  obtained  through  one  of  the  following  tax  proposals : 

1.  If  the  "pay-as-you-earn"  collection  proposal  for  income 
tax  has  been  adopted,  and  no  previous  income  tax  increase  has 
been  necessary,  127  million  dollars  more  could  be  obtained  by 
raising  income  tax  rates  one-third  on  each  bracket  of  taxable 
income.  At  the  lowest  rate  the  tax  would  go  up  from  1  per  cent 
to  1.3  per  cent.  At  the  highest  rate,  it  would  go  from  7  per  cent 
to  9.3  per  cent.  It  should  be  observed  that  almost  all  experts 
rate  the  progressive  income  tax  the  fairest  in  terms  of  equity 
and  ability  to  pay.  It  is  an  area  in  which  Federal  demands  have 
eased,  and,  in  which,  by  virtue  of  the  fact  that  the  state  income 
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tax  is  deductible  from  the  Federal  tax,  one-fourth  of  the  money 
would  come  from  the  Federal  government  rather  than  indi- 
viduals. 

For  example,  a  family  of  four  with  $10,000  annual  income  and 
average  deductions  would  pay  $13.33  more  state  tax,  would 
have  $13.33  more  Federal  deduction,  which  would  reduce  the 
Federal  tax  $2.53.  The  net  increase  would  be  $10.80,  or  one-tenth 
of  one  per  cent  of  the  total  income. 

A  similar  family  with  $50,000  annual  income  would  pay  $1,040 
more  to  the  state.  The  Federal  offset  would  be  $468,  leaving  a 
net  increase  to  the  family  of  $572,  or  only  one  and  a  fraction 
per  cent  of  the  total  income. 

2.  A  second  income  tax  alternative  which  would  raise  more  than 
130  million  dollars  would  be  to  increase  the  maximum  state  in- 
come tax  rate  progressively  from  7  per  cent  to  15  per  cent  on 
income  over  $35,000  and  deny  special  treatment  on  long-term  capi- 
tal gains.  This  would  concentrate  costs  in  the  upper  brackets,  but 
more  than  half  the  money  would  come  from  Federal  taxes. 

3.  A  third  possibility  would  be  to  lower  present  state  exemp- 
tions to  the  Federal  standard  of  $600  per  person.  This  would 
also  raise  130  million  dollars,  but  would  take  far  more  money 
from  low  income  taxpayers  and  reduce  the  amount  which  would 
be  deductible  from  Federal  income  tax  payments. 

4.  Another  income  tax  alternative  would  be  to  allow  a  tax 
credit  in  lieu  of  present  personal  exemptions,  credit  for  de- 
pendents and  standard  deductions.  Five  states  now  have  pro- 
visions of  this  nature  and  the  change  would  also  raise  about 
130  million  dollars.  Its  principal  impact  would  tend  to  be  in 
the  upper  income  ranges. 

5.  Extension  of  the  sales  tax  to  gas,  electric  and  communica- 
tion services  would  produce  approximately  100  million  dollars 
a  year.  As  an  offset  to  consumers,  reports  by  the  Public  Utilities 
Commission  show  reductions  in  gas  and  electric  rates  alone  in 
the  last  two  and  one-half  years  totaling  77  million  dollars,  and 
this  is  a  77  million  dollar  annual  savings  to  California  residents 
and  business  firms  repeated  year  after  year.  In  addition,  a  refund 
of  129  million  dollars  was  made  to  California  customers  in 
1963-64. 

A  40  million  dollar  annual  rate  reduction  in  telephone  service 
has  been  ordered  by  the  Commission  recently.  Moreover,  the 
Commission  has  ordered  refunds  of  80  million  dollars  as  the 
amount  it  determined  was  paid  in  excess  of  reasonable  rates  as 
of  July  1962.  If  this  action  is  sustained  by  the  courts,  there  will 
be  an  80  million  dollar  refund  to  telephone  customers  for  the 
two  years  past  and  a  rate  cut  of  40  million  dollars  per  year  for 
the  future. 

6.  Other  possibilities  outside  the  income  tax  area,  which  would 
produce  the  desired  amount  and  could  be  modified  and  combined 
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in  many  ways,  include  increases  in  bank  and  corporation  tax; 
an  unincorporated  business  tax  of  the  type  now  levied  in  New 
York;  increased  taxes  on  alcobolic  beverages,  which,  are  now 
well  below  the  national  average;  a  severance  tax  on  petroleum 
and  natural  gas  and/or  reduction  of  depletion  allowances;  in- 
creased pari-mutuel  taxes;  elimination  of  the  tax  advantages 
enjoyed  by  insurance  companies  in  the  deduction  of  property 
taxes  on  their  office  buildings  from  the  State  gross  premium  tax ; 
admissions  and  amusement  taxes ;  and  the  granting  of  additional 
thoroughbred  racing  days.  An  increase  in  the  sales  tax  is  also 
possible  although  I  would  point  out  that  the  addition  of  one  cent 
to  our  four  cent  sales  tax  would  give  us,  along  with  Pennsyl- 
vania, the  highest  rate  in  the  nation.  My  personal  recommenda- 
tion would  be  use  of  an  income  tax  formula  which  would  affect 
all  taxpayers  proportionately  and  draw  as  much  money  as  pos- 
sible from  Federal  income  tax  revenues. 

Since  the  additional  requirements  are  125  million  dollars,  it  is 
necessary  to  accept  only  one  of  these  proposals,  or  to  combine 
them  so  as  to  meet  the  125  million  dollar  need.  I  emphasize  that 
the  whole  list  is  presented  not  as  a  package,  but  only  to  offer 
the  fullest  choice  and  flexibility  of  approach. 

Even  this  listing  does  not  complete  my  tax  recommendations. 
While  we  are  considering  our  whole  tax  structure,  we  would  be 
remiss  if  we  did  not  discuss  property  tax  reform  and  its  place 
in  state-local  fiscal  and  program  relationships. 

I  intend  shortly  to  send  you  a  special  message  on  this  subject, 
outlining  principles  and  possibilities  of  reform.  In  the  interim, 
I  would  caution  you  that  reform  aiming  at  property  tax  relief 
can  be  achieved  only  if  we  recognize  that  revenues  thus  lost  to 
local  governments  must  be  obtained  in  some  other  way,  preferably 
at  the  local  level. 

Therefore,  if  we  are  to  consider  such  reforms  as  abolition  of 
the  household  property  tax;  special  treatment  for  elderly  per- 
sons; new  methods  of  handling  business  inventory  assessments 
and  an  end  to  discrimination  in  such  assessments,  we  must  con- 
sider other  balancing  reforms  in  the  areas  of  welfare  and  vet- 
erans exemptions  and  perhaps  revenue  replacement  through  a 
property  transfer  tax. 

My  special  message  will  deal  with  these  and  oiher  property 
tax  problems  in  detail,  and  I  hope  you  will  act  courageously  in 
this  area  this  year. 

There  are  other  fiscal  issues  which  must  be  considered  at  this 
session  of  the  Legislature,  but  are  not  yet  formulated  for  pres- 
entation. 

Our  beach  and  park  experts  are  working  overtime  to  complete 
a  program  for  acquisition  and  development  under  the  historic  new 
150  million  dollar  bond  issue  approved  by  the  people  in  Novem- 
ber, and  I  will  also  send  a  special  message  on  this  subject. 
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Studies  on  tuition  fees  by  the  Coordinating  Council  for  Higher 
Education  and  new  scholarship  programs  being  planned  at  both 
State  and  Federal  levels  may  also  be  completed  in  time  for  atten- 
tion at  this  session. 

To  all  these  urgent  matters,  I  ask  your  careful  attention.  This 
is  a  year  in  which  the  future  of  California's  financing  of  public 
needs  may  well  be  decided.  Reapportionment  casts  a  long  shadow 
over  this  session,  but  it  must  not  be  allowed  to  obscure  the  funda- 
mental problems  I  have  just  outlined  or  to  relegate  their  solution 
to  some  future  time.  California  is  too  dynamic  a  state  to  be  told 
to  wait  for  next  year.  There  will  be  new  problems  to  deal  with 
then.  "We  ride  the  crest  of  the  wave  in  California  only  so  long 
as  we  move  forward  confidently  and  boldly. 

No  two  of  us,  faced  with  the  myriad  complexities  and  divergent 
issues  in  this  massive  document  I  send  you  today,  would  have 
drawn  it  quite  the  same.  Yet  all  of  us  must  agree  on  a  final  resiilt 
down  to  the  last  detail.  Let  each  of  us,  regardless  of  party,  ap- 
proach the  task  with  mutual  understanding  and  restraint.  And 
let  each  of  us  participate  ultimately  in  the  satisfaction  of  a  result 
of  which  we  can  be  proud,  a  result  which  will  permit  our  con- 
tinued pride  that  we  have  helped  once  again  to  make  this  truly 
the  leading  state  in  the  Union. 
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Respectfully  submitted, 
Governor 
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Letter  of  Transmittal 

Honorable  Edmund  G.  Brown 
Governor  of  California 
State  Capitol 
Sacramento,  California 

Dear  Governor  Brown: 

In  accordance  with  Article  IV,  Section  34,  of  the  State  Constitution,  the 
summary  statements  and  detailed  schedules  for  the  Budget  of  the  State  of 
California  for  the  fiscal  year  beginning  July  1,  1965,  and  ending  June  30,  1966, 
are  herewith  submitted. 

This  budget,  for  the  first  time  since  1959,  will  pose  major  problems  of  tax 
policy  for  the  Legislature  and  the  people  of  California. 

It  also  offers  the  significant  beginnings  of  a  new  kind  of  economy  program 
in  postwar  government  in  California — an  effort  to  go  beyond  economy  and 
efficiency  of  operations  to  reevaluate  and  strip  away  whole  government  proj- 
ects and  activities  which  have  lost  their  urgency  and  priority  as  the  State 
has  changed  over  the  past  two  decades.  This  same  program  also  seeks  to  relieve 
the  general  taxpayer  of  the  fiscal  burden  of  services  designed  only  to  assist 
certain  industries  and  which  should  be  self-supporting. 

Both  the  revenue  program  and  the  economy  program  are  certain  to  cause 
controversy,  but  controversy,  not  apathy,  is  the  forerunner  of  solution  to  diffi- 
cult problems. 

In  drafting  this  budget  and  these  programs,  we  have  been  guided  throughout 
by  your  instructions  and  your  concern  that  economic  justice  is  often  as  im- 
portant as  legal  justice.  We  have  also  heeded  your  admonition  that  a  liberal 
philosophy  of  government  need  not  involve  the  expenditure  of  a  single  dollar 
for  which  value  is  not  received. 

We  have  accomplished  a  major  reform  in  the  presentation  of  the  budget, 
the  separation  into  two  separate  volumes  of  current  operating  expenditures 
and  the  long-term  investment  in  physical  assets,  many  of  which  are  self -amor- 
tizing either  directly  or  indirectly. 

We  are  making  steady  progress  toward  program  budgeting,  and  this 
year  will  submit  on  a  separate  basis  some  15  departmental  budgets  recast  in 
a  program  format.  If  they  meet  with  your  approval  and  that  of  the  Legislature, 
next  year  should  see  California's  budget  completely  recast  in  terms  of  program 
and  performance. 

Again,  I  want  to  acknowledge  the  cooperation  of  the  department  heads  and 
their  staffs  and  the  capable  and  unstinting  efforts  of  the  Budget  staff. 


/fM       (f£^f**>~ 


Director  of  Finance 
January  25, 1965 


Schedule   1 
GENERAL   BUDGET   SUMMARY1 


Reference 

to 
schedule 


Actual 
1963-64 


Estimated 
1964-65 


Estimated 
1965-66 


GENERAL  FUND 


INCOME  (Revenue  and  transfers)  :* 

Existing  law 

Tax  program 


OUTGO  (Expenditures  and  transfers) :" 

Support 

Local  Assistance 


Total  Operations- 
Capital  Outlay 


Surplus  or  Deficiency  of  Current  Income- 
Prior  Year  Balances  Available 

Prior  Year  Surplus  Adjustments 


BALANCE,  End  of  Year 

Less:  Unencumbered  balance  of  continuing  appropriations- 


Surplus  Available  for  Appropriation 

Less:  Reserve  for  Educational  Purposes- 


Free  Surplus5- 


SPECIAL  FUNDS 


INCOME  (Revenue,  net  after  transfers)  :2 

Existing  law 

Tax  Program 


OUTGO  (Expenditures,  net  after  transfers)  :> 

Support 

Local  Assistance 


Total  Operations-. 
Capital  Outlay 


Surplus  or  Deficiency  of  Current  Income. 

Prior  Year  Balances  Available 

Prior  Year  Surplus  Adjustments 

Highway  Fund  Transfer  adjustment* 


BALANCES,  End  of  Year 

Less:  Unencumbered  balance  of  continuing  appropriations. 


Surplus  Available  for  Appropriation. 


3 
1* 


3 
1* 


$2,235,368,571 


S2,292,382,472 


739,326,108 
1,305,154,466 


830,534,494 
1,510,498,558 


$2,395,993,806 
75,327,002 


886,482,590 
1,689,556,374 


$2,044,480,574 
19,639,879 


$2,341,033,052 
48,463,381 


$2,576,038,964 
20,055,686 


$171,248,118 

84,042,921 

—11,447,864 


-$97,113,961 
243,843,175 


—8124,773,842 
146,729,214 


$243,843,175 
110,089,419 


$146,729,214 
12,187,133 


$21,955,372 
5,179,978 


$133,753,756 
35,546,954 


$134,542,081 
78,550.736 


$16,775,394 


$98,206,802 


$864,492,065 


$55,991,345 


$962,510,286 


$196,694,676 
373,068,053 


$219,392,338 
425,297,728 


$16,775,394 


81,00S,337,720 
32,006,469 


$230,922,760 
471,231,072 


$569,762,729 
343,858,716 


$644,690,066 
426,228,665 


$702,153,832 
320,354,727 


-549,129,380 

313,809,206 

17,097,697 


-$108,408,445 
281,777,523 


$17,835,630 
170,194,970 


-3,174,108 


-5,103,242 


$281,777,523 
28,358,608 


$170,194,970 
18,176,140 


$182,927,358 
26,463,588 


$253,418,915 


S152,018,830 


$156,463,770 


1  The  General  Budget  Summary  includes  the  revenues  and  expenditures  of  all  state  funds  and  activities  that  reflect  the  cost  of  State 

Government.  The  transactions  involving  bond  funds,  federal  funds  and  other  funds  are  excluded. 
1  Income  for  the  General  Fund  includes  revenues  which  were  originally  deposited  in  a  special  fund  and  subsequently  transferred  to  the 

General  Fund,  and  transfers  of  surplus  from  special  funds.  Such  amounts  are  reduced  from  special  fund  revenues. 
8  Outgo  from  the  General  Fund  includes  amounts  transferred  to  special  funds  and  expenditures  from  special  funds  are  reduced  by  a 

like  amount. 

*  Amount  of  transfer  from  Highway  Users  Tax  Fund  not  reflected  in  Highway  Fund  due  to  revision  of  revenue  estimates  made   after 

the  Highway  Commission  adopted  the  Highway  Fund  budget. 
E  Includes  Athletic  Commission  Account  in  the  General  Fund — $328,369  for  the  1963-64  fiscal  year  and  $458,779  for  the  1964-65  fiscal 
year.  Legislation  will  be  introduced  in  the  1965  General  Session  to  abolish  this  special  account. 

*  See  Capital  Outlay  Budget. 
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CHART  1 


1965-66  FISCAL  YEAR 


SALES  TAX 
29.1* 


HIGHWAY  USER  TAXES 
20.7* 


BANK  AND 
CORPORATION  TAX 

12.1* 


ALL  OTHER 
5.8* 

HORSE  RACING  FEES 
1.4* 
LIQUOR  TAXES  AND  FEES 
2.4* 
INSURANCE  TAX 
3.0* 

INHERITANCE  AND  GIFT  TAXES 
3.2* 


MOTOR  VEHICLE 
LICENSE  FEES 

5.1* 


TOBACCO  TAX 
6.0* 


PERSONAL  INCOME  TAX 
11.2* 


♦EFFECT  OF  PROPOSED 
TAX  PROGRAM 

INCREASE 


PP3 


DECREASE 


SALES  TAX 
41.9* 


BANK  AND 
CORPORATION  TAX 

17.4* 


PERSONAL  INCOME  TAX 
16.1* 


OTHER 
3.8* 

HORSE  RACING  FEES        I        INSURANCE  TAX 
1.6*  J  4.2* 

LIQUOR  TAXES  AND  FEES 
3.2* 

(4) 


TOBACCO  TAX 

7.2* 

INHERITANCE  AND  GIFT  TAXES 


CHART  2 

EXPENDITURE  DOLLARS 


TOTAL 


SUPPORT 
AND  LOCAL 
ASSISTANCE 

EDUCATION 

46.0* 


OPERATIONS 
1965-66  FISCAL  YEAR 


HEALTH  AND  WELFARE 
21.5* 


HIGHWAY  TRANSPORTATION 
12.8* 


ALL  OTHER 
8.9* 


PUBLIC  SAFETY 


/ 


.RESOURCES 
3.9* 

CORRECTIONS 
\  3.3* 

v  FISCAL  AFFAIRS 
1.7* 

BUSINESS  AND  COMMERCE 
1.1* 


SUPPORT 
AND  LOCAL 

ASSISTANCE 

EDUCATION 


HEALTH  AND  WELFARE 
27.4* 


CORRECTIONS 
4.2* 

:—  RESOURCES 

3.5* 
FISCAL  AFFAIRS 
2.0* 
PUBLIC  SAFETY 

1.0* 
BUSINESS  AND  COMMERCE 

ALL  OTHER  °-5* 

3.0* 
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Revenue  Estimates 


State  revenue  receipts  during  the  1965-66  fiscal 
year  are  expected  to  total  $3,507,649,029,  under  the 
forecasts  presented  in  this  budget.  This  represents  an 
increase  of  $252,756,271  over  the  revised  estimate  for 
the  current  year  and  is  $450,205,543  more  than  was 
received  in  the  12  months  ending  June  30,  1964.  Most 
of  the  anticipated  increase  in  revenues  will  be  the  re- 
sult of  higher  levels  of  economic  activity  expected  in 
California  during  the  budget  period ;  part  is  attribu- 
table to  proposed  changes  in  the  tax  structure. 

The  salient  features  of  the  economic  factors  under- 
lying the  revenue  projections  in  1965  are  a  gross  na- 
tional product  of  $660  billion  and  aggregate  personal 
income  of  $520  billion.  These  compare  with  $623.5 
billion  of  output  last  year  and  income  of  $491.3 
billion.  The  essential  factors  for  California  are  per- 
sonal income  of  $59.8  billion,  an  increase  of  6.5  per- 
cent and  corporate  profits  of  $5.8  billion,  compared 
with  $5.6  billion  in  1964. 

Revenue  for  the  General  Fund  during  the  budget 
year  is  expected  to  reach  $2,437,418,000,*  or  $188,- 
040,000  over  the  current  year  and  $300,014,000  more 
than  was  received  in  1963-64.  Of  these  amounts, 
$75,327,000  represents  additional  revenue  attributable 
to  the  tax  changes  recommended  by  the  Governor  in 
his  Budget  Message.  Most  of  the  remainder  reflects 
growth  in  the  three  major  levies — sales  and  use  tax, 
personal  income  tax  and  the  bank  and  corporation 
tax — each  of  which  will  reflect  the  high  levels  of 
economic  activity  projected  for  the  budget  period. 
Revenue  receipts  in  the  three  fiscal  years  covered  by 
this  budget  are  affected  not  only  by  the  tax  program 
being  proposed,  but  also  by  the  changes  enacted  in 
1963  and  1964.  The  elimination  of  installment  privi- 
leges for  personal  income  and  the  bank  and  corpora- 
tion taxpayers  increased  collections  for  1963-64  by 
approximately  $38  million  and  $88  million,  respec- 
tively. In  1964-65  bank  and  corporation  collections 
are  higher  by  $18  million  because  of  the  elimination 
of  installments  for  those  corporations  operating  on  a 
fiscal  year  basis.  In  addition,  partial  prepayment  of 
the  franchise  tax  required  under  1963  legislation  will 
further  affect  collections  for  the  current  year,  the 
budget  year  and  the  two  following  years.  Insurance 
tax  collections  were  increased  in  1963-64  by  $22  mil- 
lion due  to  the  quarterly  payment  program  adopted  in 
1963.  These  and  other  changes  in  several  of  the  tax 
laws  prevent  accurate  comparisons  of  both  revenue 
totals  and  the  amounts  estimated  for  several  of  the 
major  levies. 

Receipts  for  the  special  funds  are  estimated  to  total 
$1,070,231,000  for  the  budget  year,  $64,717,000  over 

•  This  and  subsequent  dollar  amounts  have  been  rounded.  Totals 
and  differences  have  been  computed  from  whole  numbers 
and  rounded.  Percentage  changes  have  also  been  computed 
from  unrounded  figures. 


the  current  year  and  $150,192,000  higher  than  collec- 
tions for  1963-64.  These  increases  also  reflect  in  part 
the  recommended  tax  program  which  will  add  a  net 
of  $32,006,000  to  special  fund  receipts  in  1965-66. 
Special  fund  comparisons  for  the  three-year  period 
shown  in  Schedule  2  and  the  table  below  have  also 
been  affected  by  1963  and  1964  law  changes. 

Comparative  data  for  General  Fund  and  special 
fund  levies  for  the  past  fiscal  year,  current  period  and 
the  budget  year  are  shown  in  the  table  below. 

Table   1 

COMPARATIVE  REVENUES 

(In  millions) 

196J,-65  1965-66  %  of 

Taxes,  fees,  etc.                        1963-64  esti-  esti-        total 

General  Fund :                                 actual  mated  mated  1965—66 

Sale's  and  use $876.9  $962.0  $1,022.1     29.1 

Bank  and  corporation 405.4  422.0  423.0     12.1 

Personal  income 392.3  394.5  392.2     11.2 

Tobacco 71.8  75.4  174.0*    5.0 

Inheritance  and  gift 102.2  109.0  113.1       3.2 

Insurance    107.2  94.4  103.3       3.0 

Alcoholic  beverage  f 64.8  69.4  78.0       2.2 

Horse   racing  #   34.2  37.5  39.6       1.1 

Other  sources 82.4  85.3  92.2       2.6 

Totals,  General  Fund $2,137.4  $2,249.4  $2,437.4  69.5 

Special  Funds : 
Motor  vehicle 

Fuels    450.2        505.9  526.8  15.0 

Registration,  weight,  etc._  167.8  175.9  183.8  5.2 

License  (in  lieu  tax) 160.7  J     171.3  J  180.2  5.1 

Transportation 15.2  16.0  16.5  0.5 

Tobacco    -  36.7  1.0 

Horse  racing 9.2  9.0  8.9  0.3 

Liquor  license 10.9  11.2  6.8  0.2 

Other    106.1  116.3  110.5  3.2 

Totals,   Special   Funds— _    $920.0  $1,005.5  $1,070.2     30.5 

Grand  Totals,  Revenue $3,057.4  $3,254.9  $3,507.6  100.0 

*  Excludes  special  fund  share  of  cigarette  tax. 

t  Excludes  special  fund  share  of  liquor  license  fees. 

#  Excludes  special  fund  share  of  horse  racing  fees. 

t  Excludes  General  Fund  share  of  vehicle  license  fees  which  is  included  in  other 
General  Fund  sources. 

Tax  Program 

The  Governor,  in  his  Budget  Message,  has  recom- 
mended a  five-point  program  to  strengthen  Cali- 
fornia's tax  structure,  eliminate  certain  loopholes  and 
close  the  gap  between  revenues  and  expenditures.  The 
program  will  not  be  fully  productive  in  the  first  year 
since  there  is  normally  a  time  lag  between  effective 
dates  and  receipt  of  tax  payments.  In  addition,  to 
achieve  desirable  goals,  it  has  been  necessary  to  post- 
pone some  revenue  to  subsequent  years  and  even  ab- 
sorb tax  reductions  in  1965-66  for  two  of  the  features. 

The  major  recommended  change  involves  an  in- 
crease in  the  cigarette  tax  from  3  cents  to  8  cents  per 
package  on  distributions  made  after  June  30,  1965, 
and  imposes  an  equivalent  floor  tax  on  stamped  cig- 
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arettes  in  the  hands  of  dealers  and  distributors  on 
July  1.  Discounts  given  to  distributors  to  cover  stamp- 
ing and  metering  costs  will  be  increased  to  48  cents 
per  case  (1%  of  the  new  tax)  from  36  cents  per  case 
(2%  of  the  old  tax).  Due  dates  of  payments  for 
stamps  or  impressions  sold  on  credit  during  one 
month  will  be  extended  to  the  20th  of  the  following 
month. 


RECOMMENDED  TAX  PROGRAM 

GENERAL   FUND 

This   outline   shows   the   proposed   changes   and 

amounts 

involved   in   the   budget   period   and   for   the   ensuing   fiscal 

year. 

(In  mi 

'Horn) 

Tobacco  Tax                                                     1965-i 

1966-67 

Increase  the  cigarette  tax  to  S^  per  package 

with  1J#  returned  to  local  governments 

$85.6* 

$89.3* 

Impose    tax    of   20    percent    of    wholesale 

price  on  other  tobacco  products 
Total,  Tobacco  Tax 

11.4 

12.4 

$97.0 

$101.7 

Personal  Income  Tax 

Adopt    withholding    procedures    and    esti- 

mated tax   declarations   effective   Jan- 

uary 1,  1966,  with  forgiveness  of  one- 

half  of  tax  on  1965  incomes                 — $28.0t 

$56.5t 

Prorate    exemptions    and    standard    deduc- 

tions when  taxpayers  are  not  residents 

for  full  year 
Total,  Personal  Income  Tax — 

- 

6.0 

-$28.0 

$62.5 

Inheritance  and  Gift  Taxes 

Reduce  annual  gift  exclusion  to  $3,000 

$0.2 

$0.5 

Include  all  insurance  in  the  value  of  estate 

0.6 

2.9 

Raise  rates  on  Class  A  beneficiaries 

2.7 

16.5 

Integrate  inheritance  and  gift  taxes 

0.5 

2.6 

Tax  general  powers  of  appointment 

0.4 

1.0 

Tax  bequests  to  charities  of  over  $25,000 

at  Class  A  rates 

2.0 

S.O 

Eliminate    discounts    for    early    payments, 

shorten  due  date  to  15  months,  require 

estimated  payments  within  nine  months 

and  charge  interest  thereafter 

-12.0 

22.5 

Combine   Classes   C  and  D  with   Class  D 

rates  and  Class  C  exemption 

- 

- 

Total,  Inheritance  and  Gift  Taxes 

-$5.6 

$54.0 

Sales  and  Use  Taxes 

Extend  tax  to  rented  personal  property 

$3.2 

$13.5 

Eliminate  occasional  sale  exemption  on  mo- 

tor vehicles,  boats  and  airplanes 
Total,  Sales  and  Use  Taxes 

3.9 

$7.1 

S.l 

$21.6 

Support  changes 

Department  of  Alcoholic  Beverage  Control 

$4.7 

$4.8 

Districts   Securities  Commission 
GRAND  TOTALS  (General  Fund) 

0.1 

0.1 

$75.3 

$244.7 

*  Excludes    an   estimated    $36.7    million    in    1965-66 

md    $38.8 

million    in 

1966-67  to  be  collected  by  the  state  and  returned 

to  local 

governments. 

t  Net  receipts  after  administrative  expense. 



Part  of  the  revenue  from  the  increase  in  the  tax 
on  cigarettes — 18.75  percent  of  total  net  receipts 
(14,  cents  per  package) — will  be  returned  to  local 
governments.  These  payments  will  be  in  lieu  of  the 
local  cigarette  taxes  now  being  imposed  by  some  of 
the  cities  and  will  thus  minimize  evasion  and  the 
shifting  of  sales  from  taxing  areas  to  adjacent  nontax 
areas.  For  the  nine  cities  now  imposing  this  tax,  the 
effect  will  equal  the  2-cent  tax  now  being  received 
under  local  ordinances. 


A  tobacco  tax  of  20  percent  of  the  wholesale  price 
of  other  tobacco  products  is  also  proposed.  This  will 
put  pipe  and  cigar  smokers  on  a  basis  comparable  to 
that  proposed  for  cigarette  smokers. 

At  the  present  time,  the  personal  income  tax  is  paid 
in  the  year  following  receipt  of  income.  Large  popu- 
lation movement  is  a  part  of  California's  population 
growth.  For  example,  it  has  been  estimated  that  for 
every  net  migrant,  as  many  as  three  persons  may 
have  entered  and  two  departed  within  the  year.  This 
means  that  many  thousands  enjoy  the  benefits  of  state 
government  and  owe  taxes  on  income  earned  here  but 
leave  the  state  before  the  tax  is  due.  One  of  the  fea- 
tures of  the  tax  program  seeks  to  correct  some  of  the 
deficiencies  of  the  personal  income  tax  by  adopting 
withholding  and  estimated  tax  declaration  procedures 
beginning  with  1966  incomes.  The  recommendations 
also  include  a  50  percent  tax  forgiveness  on  1965  in- 
comes to  reduce  tax  liabilities  in  1966.  Withholding 
and  estimated  declarations  will  produce  about  $56.5 
million  per  year  in  additional  revenue  after  allowance 
for  cost  of  administration.  "With  the  foregiveness  fea- 
ture, however,  1965-66  revenues  will  be  reduced  by 
$28  million.  A  proration  of  personal  exemptions, 
credit  for  dependents  and  the  standard  deductions  is 
also  being  recommended  to  close  the  loophole  which 
now  permits  nonresidents  and  persons  in  California 
for  less  than  one  year  to  receive  the  same  exemptions 
as  permanent  California  residents  and  at  the  same 
time  claim  similar  exemptions  in  other  states. 

Numerous  changes  are  being  recommended  to  cor- 
rect deficiencies  in  the  inheritance  and  gift  tax  laws. 
These  corrective  measures  include :  ( 1 )  provision  for 
only  one  set  of  exemptions  and  rates  for  all  transfers 
between  donor  and  beneficiary  whether  by  gift  or  by 
bequest;  (2)  inclusion  of  all  insurance  in  the  value 
of  the  estate;  (3)  reduction  in  the  annual  exclusion 
before  gifts  are  taxable,  conforming  to  the  $3,000  ex- 
clusion allowed  in  the  federal  law;  (4)  taxation  of 
general  powers  of  appointment,  eliminating  the  pos- 
sibility of  successive  transfers  through  two  or  more 
generations  with  only  one  tax  payment;  and  (5)  tax- 
ation of  bequests  to  charities,  closing  a  route  through 
which  taxes  are  now  avoided  by  establishing  charitable 
foundations. 

In  past  legislative  sessions,  extension  of  the  dis- 
count period  has  often  been  recommended  by  tax  ex- 
perts to  permit  the  advantages  of  capital  gains  treat- 
ment in  the  liquidation  of  assets.  The  state  has  advo- 
cated the  elimination  of  the  discount,  if  this  could 
be  accomplished  with  a  minimum  postponement  of 
revenue.  These  two  goals  have  been  combined  in  one 
of  the  recommended  inheritance  tax  changes  which 
would  eliminate  the  discount,  require  an  estimated 
tax  payment  within  nine  months  after  date  of  death 
and  impose  an  interest  charge  if  no  payment  is  made 
by  that  time  or  if  the  amount  prepaid  is  less  than  80 
percent  of  the  final  tax  liability.  The  recommendation 
would  shorten  the  time  for  final  settlements  from  24 
to  15  months,  bringing  the  state  back  into  conformity 
to  federal  filing  requirements.  This  proposal  will  re- 
duce revenue  for  1965-66  by  $12  million,  but  will  in- 
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crease  receipts  in  the  subsequent  year  by  $22.5  million 
and  will  add  about  $5  million  a  year  thereafter. 

Tax  rates  on  Class  C  and  D  beneficiaries  were  in- 
creased in  1959,  rates  on  Class  B  transferees  in  1961, 
but  rates  on  Class  A  beneficiaries  have  remained  un- 
changed since  1935.  In  order  to  provide  additional 
revenue  for  the  General  Fund,  it  is  now  proposed  to 
increase  these  rates  by  one  percentage  point  below 
$300,000  and  two  points  above  that  level.  Class  C  and 
D  categories  are  being  consolidated,  using  Class  C 
exemptions  and  Class  D  rates.  This  change  will  ob- 
viate current  difficulties  in  proving  distant  relation- 
ships and  will  eliminate  many  small  returns,  but  will 
have  no  effect  on  total  revenue. 

Another  recommended  change  in  the  tax  structure 
would  extend  the  sales  and  use  tax  to  certain  types  of 
rented  property  and  thus  close  a  loophole  in  this  tax 
source.  Renting  or  leasing  of  equipment  by  the  manu- 
facturer of  that  equipment  now  produces  only  token 
sales  tax  collections,  because  the  tax  is  computed  on 
the  value  of  the  raw  materials.  This  device  of  tax 
avoidance  is  increasing  in  scope.  A  second  change  pro- 
posed for  the  sales  tax  would  eliminate  the  occasional 
sale  exemption  on  motor  vehicles,  boats  and  airplanes 
except  for  transfers  within  the  immediate  family. 
In  1963  the  first  sale  of  a  motor  vehicle  by  an  indi- 
vidual was  exempted,  but  the  tax  was  imposed  on  the 
buyer  at  the  time  of  registration  if  the  seller  had 
made  another  sale  within  the  12-month  period.  This 
has  proved  a  source  of  irritation,  and  rather  than  re- 
open the  loophole  it  is  now  proposed  to  eliminate  the 
occasional  sale  exemption  for  motor  vehicles  and  ex- 
tend the  same  principle  to  boats  and  airplanes. 

The  last  recommendation  would  support  the  De- 
partment of  Alcoholic  Beverage  Control  from  liquor 
license  fees.  Rather  than  creating  a  new  special  fund 
agency,  the  proposal  would  transfer  from  the  Alco- 
holic Beverage  Control  Fund  to  the  General  Fund 
sufficient  money  to  support  this  Department.  Simi- 
larly the  District  Securities  Commission  would  be 
placed  on  a  self-supporting  basis  through  charges  for 
the  services  provided  in  the  investigation  and  ap- 
proval of  certain  bond  proposals. 

Revised  Estimates 

Revenues  for  the  current  fiscal  year  will  exceed  the 
original  estimates  as  shown  in  the  Governor's  Budget 
submitted  to  the  Legislature  last  February  by  $125.0 
million  or  4.0  percent.  Current  estimates  total  $3,254.9 
million  compared  to  the  $3,129.9  million  originally 
shown,  with  $71.9  million  of  the  excess  developing  in 
General  Fund  revenues  and  $53.1  million  in  special 
fund  receipts. 

Although  the  federal  tax  cut  was  anticipated  and 
allowances  were  made  in  the  estimates  for  the  extra 
revenue,  the  effect  upon  the  economy  occurred  sooner 
and  was  more  pronounced  than  was  predicted.  The 
sensitive  general  levies — sales  tax,  personal  income  tax 
and  bank  and  corporation  tax — responded  to  this 
early  stimulation,  producing  almost  $50  million  more 
than  was  expected.   Almost  half  of  this  increase  is 


being  developed  by  the  bank  and  corporation  tax 
from  the  high  corporate  earnings  of  1964.  Profits 
subject  to  the  California  tax  were  estimated  last  year 
at  $5.4  billion;  now  the  total  appears  to  be  $5.6 
billion. 

Sales  tax  collections  are  higher  by  $15  million,  due 
almost  entirely  to  new  car  sales  which  increased  8 
percent  in  1964  instead  of  declining  8  percent  as  had 
been  originally  predicted.  Personal  income  tax  collec- 
tions for  the  fiscal  year  are  now  estimated  at  $394.5 
million,  $12  million  higher  than  a  year  ago,  largely  the 
result  of  greater  personal  incomes  for  1964  than  was 
assumed  last  year. 

The  difficulties  inherent  in  estimating  gift  and  in- 
heritance taxes  are  again  being  demonstrated.  Re- 
ceipts from  these  levies  will  exceed  the  budget  fore- 
cast by  $13.2  million,  showing  the  largest  relative  gain 
of  any  of  the  general  tax  sources — almost  14  percent. 
All  other  taxes,  licenses  and  fees  for  the  General 
Fund,  aggregating  $362  million,  will  show  only  a 
minor  gain  of  $8.8  million  above  the  original  fore- 
casts. 

The  probable  increase  in  revenue  for  the  current 
year  was  recognized  as  early  as  last  July.  A  revised 
estimate  of  General  Fund  receipts  totaling  $2,236.4 
million  was  prepared  at  that  time  and  subsequently 
released  in  the  Summary  of  Chaptered  Legislation, 
1964  General  and  Special  Sessions,  and  the  Effect  on 
the  Budget  and  the  General  Fund  Surplus. 

Special  fund  revenues  will  show  almost  as  great  a 
gain  over  the  original  estimate  as  will  the  General 
Fund.  The  excess  of  $53.1  million  can  be  traced  to 
two  principal  influences:  the  record  volume  of  motor 
vehicle  sales  which  increased  vehicle  taxes  by  $26.2 
million,  and  bid  bonus  and  royalty  receipts  which  ex- 
ceeded expectations  by  almost  $23  million.  Remaining 
factors  contributed  only  $3.9  million  to  the  overall 
gain. 

A  summary  of  the  original  forecasts  for  1964-65 
and  the  estimates  shown  in  this  budget  is  given  in  the 
table  below. 

Table  2 

COMPARISON   OF  ORIGINAL  AND  REVISED 

REVENUE   ESTIMATES,  1964-65 

(In  millions) 

Changes 

Taxes,  fees,  etc.                  Original     Revised  Amount  Percent 

Alcoholic    beverages $78.3            $80.6  $2.3  2.9 

Bank  and  corporation—        399.1            422.0  22.9  5.7 

Cigarette    73.2              75.4  2.2  3.0 

Horse  racing 45.3              46.5  1.2  2.6 

Inheritance   and   gift—          95.8            109.0  13.2  13.7 

Insnranee 93.0              94.4  1.4  1.5 

Motor  vehicle 

Fuel    491.2            505.9  14.8  3.0 

License    (in  lieu) 166.5            172.3  5.8  3.5 

Registration,    weight.        170.3             175.9  5.6  3.3 

Transportation    16.0               16.0  —  — 

Personal  income 382.5            394.5  12.0  3.1 

Private   car 1.9                2.0  0.1  6.2 

Sales  and  use 947.0            962.0  15.0  1.6 

Total  Taxes $2,960.1       $3,056.4         $96.3  3.3 

Other    revenue    169.9  198.5  28.6         16.9 

Total  Revenue $3,129.9      $3,254.9       $125.0  4.0 

General  Fund 2,177.5         2,249.4  71.9  3.3 

Special   funds   952.4         1,005.5  53.1  5.6 
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Economic  Conditions 

The  foregoing  estimates  of  revenue  are  predicated 
upon  continued  growth  in  the  nation's  economic  ac- 
tivity in  1965  and  1966.  Most  forecasters  view  at  least 
the  first  half  of  1965  with  considerable  optimism,  and 
the  assumptions  which  underlie  the  revenue  projec- 
tions continue  these  gains  into  the  early  months  of 
1966,  but  at  a  diminishing  rate. 

The  projected  growth  in  economic  activity  presup- 
poses neither  major  international  crises  nor  a  marked 
easing  of  world  tensions  leading  to  widespread  dis- 
armament. The  rapid  rise  in  defense  and  aerospace 
activity  appears  to  be  over.  Defense  expenditures  have 
shown  a  negligible  gain  over  the  past  year  and  no 
further  stimulus  is  expected  from  this  area  in  the 
current  year. 

The  federal  tax  reduction  program  passed  last  year 
provides  for  another  cut  in  rates  for  both  individuals 
and  corporations  in  1965.  Since  the  withholding  rates 
were  adjusted  to  this  year's  level  last  March,  there 
will  not  be  the  additional  stimulus  to  consumption  as 
there  was  last  year.  On  the  contrary,  for  many  people, 
the  failure  of  the  14  percent  withholding  rate  to  sat- 
isfy tax  liabilities  for  1964  may  even  have  a  dampen- 
ing effect  on  purchases  this  spring  when  additional 
tax  payments  will  be  due.  Benefits  which  will  result 
from  the  second  step  in  rate  reductions  will  probably 
develop  in  greater  refunds  when  1965  returns  are 
filed  in  April  of  1966,  and  these  may  provide  a  boost 
to  the  economy. 

Although  the  current  year 's  income  tax  adjustments 
are  not  expected  to  bolster  the  economy,  excise  tax 
reductions  may.  One  of  the  programs  being  advocated 
by  the  national  administration  includes  reduction  or 
elimination  of  some  of  the  current  federal  excise 
levies,  particularly  on  luxury  items.  If  automobile 
sales  lag,  the  cuts  may  well  be  extended  to  include  the 
manufacturers'  excise  on  motor  vehicles  and  these  re- 
ductions should  stimulate  sales. 

The  forces  influencing  the  national  picture  will  also 
affect  California,  but  the  failure  of  the  defense  and 
space  industries  to  expand  will  have  repercussions  on 
this  state's  economy.  The  relatively  greater  popula- 
tion growth  here  should  continue  to  hold  California's 
income  gains  above  the  nation's,  but  the  margin  of 
difference  is  not  expected  to  be  as  great  as  in  recent 
years. 

Gross  national  production  for  1965  is  estimated  at 
$660  billion,  $36.5  billion  higher  than  last  year.  Per- 
sonal income  in  the  nation  is  expected  to  reach  $520 
billion,  compared  with  $491.3  billion  in  1964.  Income 
of  California  residents  will  rise  to  $59.8  billion,  up 
$3.7  billion  from  last  year. 

Components  of  gross  national  product,  together 
with  estimates  of  personal  income,  corporate  profits 
and  other  major  economic  factors  for  the  nation  and 
for  California  are  summarized  in  Table  3. 


Table  3 

ECONOMIC   DATA 
(Dollar  amounts  in  billions) 

1963  1964  1965 

National  Data:                     actual  preliminary  estimated 

Gross  national  product  __$583.9  $623.5  $660.0 

Consumer  expenditures^  375.0  400.3  424.0 

Durable  goods 52.1  57.6  61.0 

Nondurables 167.5  177.6  1S8.0 

Services 155.3  165.1  175.0 

Private  investment 82.0  87.6  94.8 

New  construction 46.6  48.9  50.5 

Residential 25.2  25.9  25.0 

Other 21.3  23.0  25.5 

Producers'  equipment     31.0  35.3  39.3 

Change  in  inventories      4.4  3.4  5.0 

Net  exports 4.4  6.7  6.5 

Government  purchase  of 

goods  and  services  122.6  128.9  134.7 

Federal 64.7  65.7  66.2 

•       State  and  local 57.9  63.2  68.5 

Personal  income 464.1  491.3  520.0 

Less :  Personal  taxes__     61.6  59.4  63.5 

Federal 51.9  48.9  52.0 

State 9.6  10.5  11.5 

Disposable   income 402.5  431.9  456.5 

Savings 27.5  32.5  32.5 

Corporate    profits    before 

taxes   50.8  58.0  60.0 

Consumer  price  index___  106.7  108.2  110.0 

Index  of  wholesale  prices  100.3  10O.5  101.2 

Labor  force    (000) 72,975  74,275  75,600 

Employed  (000) 68,809  70,380  71,600 

New  nonfarm  housing 

starts   (000)   __     1,581.7  1,505.0  1,500.0 
Automobile  produc- 
tion (000) 7,644  7,750  8,000 


Percent 
change 
1964-65 

5.9 

5.9 

5.9 

5.9 

6.0 

8.2 

3.3 

—3.5 

10.9 

11.3 

47.1 

—3.0 

4.5 
0.8 
8.4 
5.8 
6.9 
6.3 
9.5 
5.7 


3.4 
1.7 
0.7 
1.8 

1.7 

-0.3 
3.2 


California  Data: 

Personal  income $52,317     $56,146         $59,800      6.5 

Wages  and  salaries  __     35.542       38.138  40.500       6.2 

Other  labor  income  ___       1.343         1.504  1.620      7.7 

Proprietors'  income  —       5.533         5.761  6.000      4.1 

Property  income 7.091         7.745  8.400       8.5 

Transfer  payments 4.329         4.641  5.025       8.3 

Less :     pers.     contribu- 
tions for  soc.  ins-       1.522         1.643  1.745       6.2 
Personal  taxes 

Federal  income  tax  __       6.147         5.8S6  6.130       4.1 

State  income  tax .327  .362  .395       9.1 

Disposable  income  a 45.843       49.898  53.275       6.3 

Corporate    profits    before 

taxes 5.210        5.610  5.850      4.3 

Labor  force  (000) 6,858         7,064  7,265  2.8 

Employed    (000)    6,447         6,642  6,825  2.8 

Number  of  housing  starts 

(000)    291  250  240         —4.0 

New  car  sales   (000) 781  844  825         —2.3 

Taxable  sales $27,892     $30,509         $32,500       6.5 

Consumer  price  index  b__  108.5         110.5  112.5  1.8 

»  Disposable  income  of  California  residents  represents  personal  income  less  federal 
and  state  personal  income  taxes.  Other  personal  tax  and  nontax  payments  have 
not  been  deducted. 
b  Index   for   California   as   computed   by   the    California   Department   of   Industrial 

Delations,  Division  of  Labor  Statistics  and  Research. 
SOURCE:  National  data  for  1963  from  reports  of  the  Office  of  Business  Economies, 
U.S.  Department  of  Commerce;  preliminary  figures  for  1964  based  on  Depart- 
ment of  Commerce  reports  for  the  first  three  quarters  with  fourth  quarter 
estimated  by  the  California  Department  of  Finance;  estimates  of  national  data 
for  1965,  estimates  of  California's  population,  personal  income,  personal  taxes, 
disposable  income,  etc.,  arc  based  upon  studies  by  the  Financial  and  Population 
Research  Section,  Budget  Division,  California  Department  of  Finance. 
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Gross  National  Product 

Almost  two-thirds  of  the  $36.5  billion  gain  in  gross 
national  production  will  occur  in  consumer  expendi- 
tures, principally  in  nondurable  goods  and  services. 
The  high  levels  of  disposable  income  resulting  from 
the  tax  cut  and  the  prospective  excise  tax  reduction 
should  sustain  the  relatively  high  rate  of  consump- 
tion which  prevailed  throughout  last  year. 

Automobile  sales  established  a  new  record  last  year, 
but  are  not  expected  to  repeat  the  performance  in 
1965.  However,  with  the  continuing  shift  from  com- 
pacts to  standard  models  and  the  purchase  of  extra 
equipment,  dollar  volume  of  sales  is  not  likely  to  be 
much  below  1964  levels.  Sales  of  other  durable  goods 
should  increase  with  higher  disposable  income,  partic- 
ularly of  those  articles  affected  by  the  excise  tax 
reductions.  In  total,  consumers  are  expected  to  spend 
$424  billion  this  year,  $23.7  billion  or  5.9  percent 
more  than  last  year. 

The  largest  relative  gain  in  national  output  is  ex- 
pected in  the  investment  sector,  particularly  in  busi- 
ness purchases  of  plant,  equipment  and  inventories. 
Rates  of  plant  utilization  moved  up  sharply  during 
the  past  year,  and  although  capital  outlays  were  also 
at  record  levels,  many  industries  are  still  operating 
close  to  capacity  indicating  a  potential  for  further  ex- 
pansion in  1965.  This  is  also  indicated  by  recent  sur- 
veys showing  that  businessmen  expect  to  increase  out- 
lays for  new  plant  and  equipment  in  the  current  year. 
Business  inventories  grew  only  $3.4  billion  last  year, 
the  smallest  gain  shown  in  this  expansionary  period. 
A  more  normal  increase,  $5  billion,  is  expected  for 
1965. 

Residential  construction  posted  a  new  record  last 
year  with  a  total  value  of  $25.9  billion,  but  the 
amount  of  building  put  in  place  and  private  housing 
starts  were  declining  at  year  end.  Further  weakness 
is  expected  in  the  current  year  and  these  expenditures 
have  been  projected  at  $25  billion. 

Gross  private  domestic  investment  is  expected  to 
total  $94.8  billion  in  1965.  This  represents  an  increase 
of  $7.2  billion,  made  up  of  $8.1  billion  in  business  ex- 
penditures for  plant,  equipment  and  inventories,  and 
a  reduction  of  $0.9  billion  for  residential  construction. 

Governmental  expenditures  for  goods  and  services 
are  projected  at  $134.7  billion,  a  gain  of  $5.8  billion 
for  the  current  year,  practically  all  of  which  will  re- 
sult from  higher  state  and  local  expenditures.  Only 
a  modest  gain  of  $0.5  billion  has  been  assumed  in  fed- 
eral outlays,  with  the  increase  in  expenditures  occur- 
ring in  programs  other  than  those  for  national  de- 
fense. 

Personal  Income 

The  increased  demand  for  goods  and  services  and 
business  investment  should  expand  employment  op- 
portunities and  create  greater  aggregate  income  for 
the  nation.  These  projections  assume  a  total  civilian 
labor  force  of  75.6  million  for  the  current  year  with 
average  employment  of  71.6  million.  Wage  and  sal- 
ary income,  including  military  payrolls,  will  aggre- 
gate $351  billion,  about  $20  billion  or  6  percent,  more 


than  was  received  last  year.  Other  labor  income, 
chiefly  employer  contributions  to  workers'  private 
pension  and  welfare  funds,  will  rise  at  an  even  greater 
rate. 

Improvement  is  also  expected  in  business  and  pro- 
fessional income,  dividend  receipts,  interest  income 
and  transfer  payments.  Aggregate  personal  income 
has  been  forecast  at  $520  billion,  almost  $28  billion 
more  than  1964.  After  deducting  personal  taxes,  dis- 
posable income  of  $456.5  billion  will  finance  the  per- 
sonal consumption  expenditures  of  $424  billion  and 
leave  savings  of  $32.5  billion — unchanged  from  1964. 

A  somewhat  higher  price  increase  is  expected  for 
the  year  with  consumer  prices  rising  about  1.7  per- 
cent, compared  with  last  year's  gain  of  1.4  percent, 
and  wholesale  prices  moving  up  about  0.7  percent 
compared  to  virtual  stability  in  1964. 

Corporate  profits  have  been  forecast  to  set  a  new 
record  of  $60  billion,  a  gain  of  3.4  percent  over  1964, 
but  substantially  below  the  14  percent  increase  of  last 
year. 

California  Situation 

California's  population  is  expected  to  total  18,815,- 
000  by  July  1,  1965,  up  581,000,  or  3.2  percent  ahead 
of  midyear  1964.  The  gain  projected  for  the  current 
year  is  slightly  greater  than  the  prior  year's  growth 
and  represents  235,000  from  natural  increase  and 
346,000  from  net  migration. 

The  state's  labor  force  will  climb  from  a  7,064,000 
average  for  1964  to  7,265,000  in  1965.  The  same  rela- 
tive change  has  been  predicted  in  employment  with 
the  result  that  unemployment  rate  will  remain  at  the 
current  level  but  the  number  of  people  out  of  work 
will  increase  slightly.  With  the  exception  of  agricul- 
ture and  mining,  job  opportunities  will  increase  dur- 
ing the  year,  but  with  only  a  moderate  gain  in  manu- 
facturing. Although  California  still  receives  more 
than  twice  as  much  defense  business  as  any  other 
state,  its  proportion  of  total  contracts  has  been  de- 
clining. This  contraction,  coupled  with  stable  defense 
spending,  will  tend  to  offset  part  of  employment  gains 
in  nondefense  industries.  Construction  employment 
will  also  show  little  relative  growth.  Continued  high 
levels  of  activity  in  other  types  of  construction  will 
be  offset  to  a  large  degree  by  the  reductions  assumed 
in  the  volume  of  residential  building. 

Personal  income  of  California  residents  is  forecast 
at  a  new  record  of  $59.8  billion,  an  increase  of  $3.7 
billion  over  the  total  for  1964.  As  mentioned  earlier 
this  will  be  a  continuation  of  the  rise  which  has  car- 
ried this  state's  share  of  the  national  total  to  new 
heights  each  year.  The  gain,  however,  will  be  some- 
what less  than  this  state  has  shown  in  the  past. 

Corporate  profits  during  1965  are  estimated  at 
$5.85  billion,  4.3  percent  ahead  of  last  year.  The  gain 
in  corporate  earnings  in  1964  attributable  to  opera- 
tions in  California  was  7.7  percent,  or  only  about 
half  the  increase  reported  nationally.  The  reasons  for 
this  difference  are  given  in  the  material  relating  to  the 
bank  and  corporation  tax  on  page  A-15.  Earnings  in 
1965  are  expected  to  show  slightly  greater  growth 
than  predicted  for  the  nation. 
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GENERAL  FUND  REVENUE 

Almost  seven-tenths  of  aggregate  state  revenue  will 
accrue  to  the  General  Fund.  This  includes  collections 
from  such  levies  as  those  on  sales  of  tangible  personal 
property,  personal  income,  corporate  profits,  and  in- 
surance premiums.  For  the  most  part  these  taxes  are 
geared  directly  to  business  conditions.  Hence,  the  es- 
timate of  revenue  from  each  source  flows  directly  from 
The  economic  assumptions  explained  above.  The  influ- 
ence of  these  economic  factors  upon  the  various  taxes 
and  the  methods  used  in  preparing  the  budget  rev- 
enue estimates  are  outlined  below. 

Sales  Tax-$1, 022,1 00,000 

The  close  relationship  of  taxable  sales  with  personal 
income  and  business  activity  was  demonstrated  again 
last  year:  indicated  taxable  sales  exceeded  the  1963 
volume  by  more  than  $2.6  billion,  or  9.4  percent  while 
disposable  income  rose  almost  9  percent.  The  annual 
gain  was  particularly  strong  in  consumer  nondurables 
(up  11.2  percent)  and  the  motor  vehicle  group  (up  9.7 
percent),  followed  by  other  consumer  durables  (9.2 
percent)  and  sales  by  manufacturing  and  wholesale 
outlets  (8.7  percent). 

With  rising  personal  income,  increasing  population, 
strong  business  investment  and  probable  excise  tax 
cuts,  additional  gains  in  taxable  sales  are  expected 
during  1965  and  1966.  Total  taxable  sales  in  1965  are 
estimated  at  $32.5  billion,  6.5  percent  over  the  1964 
level.  The  projected  volume  for  1966  is  $34.4  billion, 
a  5.8  percent  gain.* 

Estimates  of  taxable  sales  for  1965  were  again  pre- 
pared by  two  independent  methods.  One  is  based 
partly  on  detailed  analyses  of  per  capita  sales  in  more 
than  40  types  of  retail  businesses,  and  partly  on  esti- 
mates of  total  sales  in  several  lines  of  business.  Using 
this  approach,  sales  other  than  motor  vehicles,  build- 
ing materials,  and  producers'  equipment  aggregating 
$17.5  billion  are  indicated  in  1965  and  $18.6  billion 
in  1966,  compared  with  $16.6  billion  for  the  same  cate- 
gories in  1964.  Because  sales  of  motor  vehicles,  build- 
ing materials,  and  producers'  equipment  are  partic- 
ularly volatile  and  are  not  related  to  population  as 
directly  as  most  of  the  consumer  purchases,  separate 
estimates  were  made  on  specific  assumptions  with  re- 
spect to  each  of  these  groups. 

At  $5.0  billion,  the  dollar  volume  of  the  vehicle 
group,  which  also  includes  trailers,  boats  and  air- 
planes, is  expected  to  be  slightly  higher  than  in  1964, 
partly  because  of  growing  public  preference  for  larger 
and  more  expensive  models,  and  partly  because  some 
of  the  sales  lost  in  the  latter  part  of  1964  as  a  result 
of  the  strikes  at  various  automobile  plants  may  be 
recouped  in  1965.  A  modest  3  percent  decline  for  this 
group  is  projected  for  1966. 

Sales  of  building  materials  are  anticipated  to  re- 
main at  about  $3.3  billion,  the  same  level  achieved  in 
1964.  Although  a  lower  volume  of  housing  unit  starts 
is  forecast  for  1965,  the  higher  dollar  value  per  hous- 
ing unit,  coupled  with  strength  in  nonresidential 
construction,  should  hold  sales  of  building  materials 

*  With  respect  to  1966,  only  the  first  quarter  taxable  sales  and 
those  of  vendors  reporting  monthly  during  the  second  quarter 
will  influence  revenues  in  the  1965—66  fiscal  year. 


at  the  1964  volume.  These  sales  during  1966  are  pro- 
jected at  about  6.3  percent  over  the  1965  level. 

Sales  by  manufacturing  and  wholesale  outlets  are 
expected  to  rise  in  1965  by  about  9.4  percent  to  $6.3 
billion,  roughly  in  line  with  the  increase  in  business 
investment,  and  a  further  6  percent  gain  is  forecast 
for  1966. 

Total  taxable  sales  of  $32.1  billion  in  1965  and  $33.7 
billion  in  1966  were  obtained  as  a  result  of  these  com- 
putations. 

As  in  past  years,  the  second  estimate  of  taxable 
sales  is  based  on  regression  analysis.  However,  this 
year  the  equation  differs  in  several  respects  from  ear- 
lier years.  First,  disposable  income  rather  than  spend- 
able resources  was  used  as  the  income  variable.  This 
was  done  to  obviate  estimating  changes  in  personal 
saving  and  credit  for  the  next  two  years,  a  task  that 
becomes  more  complicated  with  changing  tax  rates  and 
with  out-of-state  money  contributing  an  unknown  but 
probably  substantial  flow  of  funds  to  California  sav- 
ings institutions.  Second,  the  equation  contains  a  total 
of  three  explanatory  variables,  one  to  account  for  per- 
sonal consumption  expenditures,  another  to  explain 
business  spending,  and  a  trend  variable.  Use  of  this 
equation  considerably  improved  the  fit  of  the  curve: 
the  standard  error  of  the  new  equation  was  $190  mil- 
lion compared  with  the  $405  million  standard  error 
relating  taxable  sales  to  the  disposable  income  alone 
and  $395  million  to  spendable  resources  only.t  More- 
over, inclusion  of  more  than  one  independent  variable 
in  the  equation  permits  preparation  of  forecasts  under 
several  assumptions  about  the  level  of  each  variable 
and  a  more  realistic  revision  of  the  original  forecast 
may  be  made  as  actual  data  become  available  later  in 
the  year. 

This  approach  indicates  1965  taxable  sales  of  $32.6 
billion  and  1966  volume  of  $34.6  billion,  both  figures 
in  current  dollars  and  compares  favorably  with  the 
estimates  prepared  under  the  first  method. 

A  breakdown  of  these  estimates,  together  with  cor- 
responding data  for  1964,  is  shown  in  Table  4. 

Table  4 

TAXABLE  TRANSACTIONS   IN   CALIFORNIA 
(In  millions) 

Percent  Percent 

change  change 

over  over 

1964       1065  196Jt  1966        1965 

Consumer 

nondurables $12,880  $13,600       +5.6       $14,500     +6.6 

Consumer  durables, 

excluding  autos  __     2,515       2,618       +4.1  2,750     +5.0 

Motor  vehicle 

sales 4,857       5,000       +2.9  4,850     —3.0 

Motor  vehicles 

supplies    1,202       1,262       +5.0  1,325     +5.0 

Building 

materials   3,295       3,340       +1.4  3,550     +6.3 

Producers'  equipment 
and  supplies 5,759       6,300       +9.4  6,680     +6.0 

Unallocated 380  745 

Totals $30,509  $32,500       +6.5       $34,400     +5.8 

t  The  equation  is  : 

T  =  — 6.063  +  0.47308  Xi  +  0.16137  Xa  +  2.17328  X3, 
where  Y  is  taxable  sales,  Xi  is  California  disposable  personal 
income,  X2  represents  national  gross  private  domestic  invest- 
ment less  inventory  adjustment,  and  X3  the  ratio  of  Cali- 
fornia to  national  personal  income.  The  amounts  are  in  bil- 
lions of  constant  dollars. 
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Taxable  transactions  were  allocated  bjr  quarters  on 
the  basis  of  seasonal  patterns,  with  allowances  for 
changes  in  the  dates  of  Easter  and  other  factors  affect- 
ing fiscal  year  collections. 

Finally,  estimates  of  the  sales  and  use  tax  include 
effects  of  the  changes  in  tax  structure  recommended 
by  the  Governor.  Briefly,  the  proposed  changes  would 

(1)  extend  sales  tax  to  rentals  of  certain  property,  and 

(2)  eliminate  the  occasional  sale  exemption  on  motor 
vehicles,  boats  and  airplanes,  except  for  transfers  in 
the  immediate  family.  Because  the  changes  would 
become  operative  on  January  1,  1966,  they  will  not  be 
fully  effective  until  1966-67.  Estimated  revenue  in- 
crease from  these  sources  is  expected  to  be  $7.1  million 
in  1965-66. 

After  audit  adjustments,  the  sales  tax  is  estimated 
to  yield  $1,022,100,000  for  1965-66  and  $962,000,000 
for  1964—65,  compared  to  actual  receipts  of  $876,944,- 
000  for  1963-64. 

Bank  and  Corporation  Tax— $423,000,000 

Revenue  collections  from  this  tax  depend  entirely 
upon  corporate  profits  from  operations  in  California. 
The  estimate  of  1964  earnings  was  based  upon  the 
results  of  a  carefully  selected  sample  of  corporations 
doing  business  in  65  industry  classifications.  Accord- 
ing to  the  data  received  from  this  survey,  corporate 
profits  last  year  exceeded  $5.6  billion,  7.7  percent 
above  the  1963  volume.  A  summary  of  estimated  in- 
come by  major  industry  for  1963  and  1964  is  shown 
in  the  following  table : 

Table  5 

ESTIMATED  CORPORATE  PROFITS   BY   MAJOR 

INDUSTRY,  CALIFORNIA,  1963  AND   1964 

(In  thousands) 

Percent 
1963  196Jf  change 

Agriculture   $59,100  $59,300         +0.3 

Mining  and  oil  production..       249,000  239,700         —3.9 

Construction 152,500  172,700       +13.2 

Manufacturing   1,871,400        2,071,100       +10.7 

Trade 781,900  846,800         +8.3 

Financials  subject  to 

bank   tax   534,600  550,000         +2.9 

Real  estate  and  other 

financial 403,500  379,200         —6.0 

Utilities 868,500  993,200       +14.4 

Services 286,500  295,000         +3.0 

Miscellaneous   3,000  3,000 

Totals    $5,210,000      $5,610,000         +7.7 

Corporate  earnings  in  California  usually  change 
less  than  they  do  in  the  nation  as  a  whole  because  of 
differences  in  industrial  composition.  Manufacturing, 
which  is  more  important  in  the  nation  than  in  Cali- 
fornia, fluctuates  most,  while  financial  corporations, 
which  comprise  a  large  proportion  of  the  California 
base,  have  a  more  stable  growth.  The  following  table 
compares  the  industrial  importance  of  corporate 
earnings  for  both  state  and  nation. 


Table  6 

INDUSTRIAL    DISTRIBUTION    OF   CORPORATE 

PROFITS,  UNITED  STATES  AND  CALIFORNIA 

(In  percent) 

United  States     California 

Agriculture 0.2  0.6 

Mining  and  oil  production 2.2  3.8 

Construction 1.2  1.5 

Manufacturing 53.9  38.0 

Trade    11.6  12.8 

Finance,  real  estate,  etc 12.2  19.3 

Utilities    17.5  21.2 

Services    1.2  2.8 

Totals  100.0  100.0 

Receipts  during  1963-64  were  increased  by  approx- 
imately $88  million  as  a  result  of  the  1963  legislation 
which  eliminated  installment  payments  of  the  tax  on 
general  corporations  in  1964  and  on  banks  and  other 
financials  over  a  two-year  period.  Beginning  in  June 
1965,  an  estimate  of  the  tax  on  current  year's  income 
will  be  required  five  months  and  15  days  after  the 
start  of  the  fiscal  year.  In  the  first  year,  corporations 
will  pay  20  percent  of  this  estimate.  In  1966,  the 
payment  will  increase  to  35  percent  of  the  estimate 
and  for  the  third  and  subsequent  years,  50  percent 
of  the  estimated  tax  must  be  remitted.  Bringing  cor- 
porate tax  more  current  with  earnings  is  expected  to 
increase  revenues  in  1964-65  by  $45,250,000  and  in 
1965-66  by  $47,100,000. 

After  adding  payments  attributable  to  audit  activi- 
ties of  the  Franchise  Tax  Board  and  revenue  from 
legislation  enacted  in  1963,  receipts  from  the  bank  and 
corporation  tax  during  1965-66  are  expected  to  total 
$423,000,000  compared  with  actual  receipts  of 
$405,431,000  in  1963-64  and  a  revised  estimate  of 
$422,000,000  for  1964-65.  As  indicated  earlier,  com- 
parability of  revenues  for  these  three  years  is  dis- 
torted by  legislation  enacted  in  1963. 

Personal  Income  Tax- $392,200,000 

Personal  income  of  Californians  for  1964,  1965,  and 
1966  is  the  major  source  of  income  tax  receipts  for 
the  period  covered  by  this  budget.  Income  estimates 
for  these  years  have  been  prepared  by  the  Department 
of  Finance  and  are  shown  below  together  with  com- 
parable totals  for  1963  as  reported  by  the  Department 
of  Commerce. 

Table  7 

CALIFORNIA  PERSONAL   INCOME 
(In  millions) 

Source                              1963          196b  1965  1966 

Wages  and  salaries $35,542     $38,138  $40,500  $42,SO0 

Proprietors'  income 5,533         5,761  6,000  6,100 

Property  income 7,091         7,745  8,400  9,100 

Other  income 5,672         6,145  6,645  7,400 

Less  :  Social  insurance 

contributions 1,522         1,643  1,745  1,900 

Totals $52,317     $56,146     $59,800     $63,500 
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Approximately  90  percent  of  the  self -assessed  tax  is 
attributable  to  wages  and  salaries,  proprietors '  income 
and  property  income  (interest,  dividends  and  rent). 
The  remainder  comes  from  capital  gains  and  miscel- 
laneous sources  such  as'  alimony  and  annuities.  Be- 
cause certain  types  of  income  tend  to  accrue  to  persons 
in  different  tax  brackets,  accurate  estimates  of  the 
amount  of  income  by  source  are  important  to  the 
preparation  of  an  accurate  revenue  forecast.  In  gen- 
eral, wage  and  salary  income  is  received  by  persons 
in  the  lower  tax  brackets,  proprietors'  income  in  the 
middle  brackets  and  income  from  property  and  capital 
gains  in  the  higher  brackets.  The  following  chart  illus- 
trates these  differences  in  income  distribution. 

CHART  4 

PERCENT  OF  TAX  PAID  BY  TYPE  OF  TAXPAYER 

Percent  of 
Tax  Paid 
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MORE  THAN  90  PERCENT  OF  THE  TAX  ATTRIBUTABLE  TO 
WAGES  AND  SALARIES  IS  PAID  BY  PERSONS  WITH  INCOMES 
UNDER  $50,000,  WHILE  LESS  THAN  50  PERCENT  OF  THE  TAX 
ON  PROPERTY  INCOME  AND  ONLY  28  PERCENT  OF  THE  TAX 
FROM  CAPITAL  GAINS  COME   FROM  THE  SAME  INCOME  GROUP. 

An  important  feature  of  the  Governor's  tax  pro- 
gram is  the  recommendation  that  the  income  tax  be 
placed  on  a  current  payment  basis  beginning  January 
1,  1966.  This  involves  the  adoption  of  a  withholding 


system  on  wages  and  salaries  and  estimated  tax  re- 
turns from  those  with  tax  liability  of  more  than  $40 
on  incomes  from  sources  other  than  wages  and  salaries. 
Adoption  of  this  program  will  increase  state  revenue 
by  an  estimated  $56.5  million  a  year,  after  administra- 
tive expense,  without  any  change  in  tax  rates  or 
exemptions.  The  Governor 's  proposal  also  provides  for 
a  cancellation  of  one-half  the  tax  attributable  to  1965 
incomes  due  April  15,  1966,  whether  or  not  the  tax- 
payer is  subject  to  the  withholding  or  estimated  tax 
provisions.  The  forgiveness  provisions,  however,  will 
not  apply  to  the  tax  on  capital  gains  or  estates  and 
trusts.  The  effect  of  this  forgiveness  of  1965  tax  lia- 
bility is  estimated  at  $173,000,000.  Part  of  the  reduc- 
tion will  be  offset  by  collections  under  the  withholding 
system  and  by  better  compliance  which  will  result 
from  adoption  of  the  withholding  system.  Thus,  al- 
though the  tax  reduction  due  to  forgiveness  is  esti- 
mated at  $173  million  it  is  estimated  that  the  net  effect 
of  forgiveness,  withholding  and  the  elimination  of  tax 
evasion  will  be  a  reduction  of  only  $28,000,000  during 
1965-66. 

Another  feature  of  the  revenue  program  includes 
a  proration  of  the  standard  deduction  and  personal 
exemptions  for  taxpayers  who  are  not  residents  of 
this  state  or  who  have  not  resided  in  California  for 
the  full  year.  This  change  will  apply  to  1966  incomes ; 
hence  will  have  no  effect  on  revenues  for  1965-66. 

Collections  from  the  California  income  tax,  includ- 
ing receipts  from  audit  activities  of  the  Franchise  Tax 
Board,  are  estimated  at  $392,200,000  in  the  budget 
year,  compared  to  $394,500,000  in  the  current  period 
and  actual  receipts  of  $392,341,000  in  1963-64. 

Tobacco  Tax-$21 0,700,000 

The  total  amount  of  revenue  from  the  tobacco  tax 
depends  on  the  amount  of  taxable  distributions,  the 
rate  of  tax,  the  discount  allowed  distributors  for  affix- 
ing cigarette  stamps,  and  the  timing  of  collections. 
Proposed  legislation  concerns  each  of  these  factors. 
The  most  important,  in  terms  of  its  effect  on  revenue, 
is  the  increase  in  the  tax  from  3  to  8  cents  per  package 
of  cigarettes,  of  which  the  net  yield  from  1-|  cents 
will  be  returned  to  local  jurisdictions.  At  the  same 
time  the  discount  will  be  reduced  from  2  percent  of 
the  3  cents  tax  to  1  percent  of  the  8  cents  tax.  This, 
however,  will  increase  the  amount,  allowed  distribu- 
tors from  the  present  36  cents  to  48  cents  per  case. 
A  floor  tax  of  5  cents  will  be  imposed  on  stocks  held 
by  retailers  as  of  July  1,  1965. 

It  is  also  proposed  to  extend  the  period  of  payment 
for  stamps  purchased  on  credit,  in  order  to  eliminate 
one  of  the  administrative  problems  inherent  in  the 
present  law.  Under  the  proposed  procedure,  payment 
for  stamps  purchased  on  credit  during  any  month 
will  be  due  the  20th  of  the  following  month. 
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Cigarette  consumption  in  1964  was  significantly  af- 
fected by  the  release  of  the  Surgeon  General's  report 
in  January  of  that  year.  Compared  to  19G3,  per  capita 
cigarette  distributions  for  the  first  six  months  were 
down  5  percent.  During  the  last  half  of  the  year, 
however,  the  reduction  fell  to  only  1  percent.  Contin- 
uing efforts  to  inform  the  public  of  the  dangers  asso- 
ciated with  smoking  arc  expected  to  hold  down  per 
capita  consumption. 

After  allowance  for  advance  buying,  the  change  in 
payment  for  stamps  bought  on  credit  and  the  floor 
tax,  revenue  for  1965-66  is  estimated  at  $199,300,- 
000,  of  which  $36,700,000  is  reserved  for  local  gov- 
ernments. Revenue  from  the  3  cents  tax  for  1964—65  is 
estimated  at  $75,400,000,  as  compared  to  actual  re- 
ceipt of  $71,822,000  in  1963-64. 

The  Governor  also  recommends  that  the  present 
cigarette  tax  be  complemented  by  a  tax  on  other 
tobacco  products,  such  as  cigars,  pipe  tobacco  and 
snuff.  This  excise  would  be  collected  from  distributors 
at  a  rate  of  20  percent  of  the  wholesale  price.  An  addi- 
tional $11.4  million  in  state  revenue  is  expected  to 
accrue  from  this  tax  in  1965-66.  This  estimate  in- 
cludes revenue  from  a  floor  tax  on  inventories  held 
by  retailers  on  July  1,  1965. 

Inheritance  and  Gift  Taxes— $113,050,000 

Receipts  from  California's  inheritance  and  gift 
taxes  are  primarily  determined  by  the  number  and 
size  of  bequests  and  gifts.  These  transfers  are  related 
to  the  pattern  of  business  conditions  and  property 
values.  However,  variables  such  as  the  property  com- 
position of  transfers,  the  lag  between  transfer  and 
actual  payment  of  the  tax,  and  the  unpredictable 
number  of  particularly  large  estates  and  gifts  make 
accurate  forecasting  of  these  receipts  most  difficult. 
In  addition,  exemptions  are  scaled  down  with  remote- 
ness of  relationship  between  the  beneficiary  and  the 
decedent  or  donor,  while  the  rates  of  tax  rise  substan- 
tially as  the  value  of  the  transfer  increases  and  as  the 
relationship  recedes. 

Receipts  from  the  inheritance  tax  have  been  esti- 
mated at  $102,500,000  for  the  current  year,  up  almost 
7  percent  from  the  $95,885,000  received  in  1963-64. 

Due  to  continued  efforts  by  the  State  Controller  to 
reduce  a  backlog  of  returns  awaiting  audit,  gift  tax 
receipts  are  presently  at  a  somewhat  higher  level  than 
normal.  Only  a  moderate  growth  rate  has  been  fore- 
cast for  future  gift  tax  receipts.  Estimated  revenue 
for  the  current  year  will  be  $6,450,000,  as  compared 
with  the  $6,310,000  received  in  1963-64. 

The  recommended  alterations  in  the  structure  of 
these  taxes  would  result  in  a  combined  revenue  of 
$113,050,000  in  1965-66,  or  $5,600,000  less  than  would 
have  been  expected  without  the  changes,  because  rev- 
enue which  normally  would  have  been  received  in 
that  year  will  be  shifted  to  the  following  year.  Re- 
ceipts during  1966-67  will  be  increased  by  an  esti- 
mated $54,000,000,  however. 


The  recommendations  include:  integrating  the  in- 
heritance and  gift  taxes;  eliminating  the  five  percent 
discount  now  allowed  on  payments  made  within  six 
months  of  the  date  of  death ;  shortening  the  maximum 
period  within  which  inheritance  taxes  must  be  paid; 
reducing  from  $4,000  to  $3,000  the  annual  exclusion 
on  gifts  (to  conform  with  the  present  federal  gift 
tax)  ;  including  of  all  insurance  in  the  value  of  the 
net  estate;  taxing  general  powers  of  appointment; 
raising  rates  on  Class  A  beneficiaries;  and  imposing 
the  tax  and  bequests  to  charities.  The  two  relation- 
ship groups  of  "distant  relatives"  (Class  C)  and 
"strangers"  (Class  D),  will  also  be  combined  using 
Class  D  tax  rates  and  Class  C  exemptions.  This 
change  will  not  increase  receipts  from  this  tax,  but 
will  simplify  tax  administration  by  the  state  and  tax 
compliance  for  the  taxpayer. 

Insurance  Tax— $103,300,000 

This  tax  is  imposed  on  permiums  written  in  Califor- 
nia by  insurance  companies  and  is  in  lieu  of  all  other 
taxes  except  those  on  real  estate  and  motor  vehicles. 
The  bases  for  1964  and  1965  were  estimated  from  the 
replies  to  a  questionnaire  sent  to  72  companies  writing 
61  percent  of  all  insurance  in  California  asking  for 
their  estimates  of  percentage  changes  in  premiums  for 
the  major  lines  of  insurance.  The  1966  base  was  esti- 
mated using  regression  and  trend  analyses.  After  de- 
duction of  estimated  dividends  paid  or  credited  to 
policyholders,  and  addition  of  other  business  done  by 
title  insurers,  the  estimated  tax  bases  were  $4.2  billion 
for  1964,  $4.5  billion  for  1965  and  $4.9  billion  for 
1966.  Application  of  the  2.33  percent  rate,  allowance 
for  the  special  rate  on  certain  annuities  and  ocean 
marine  insurance,  and  deduction  of  property  taxes 
paid  on  the  insurer's  principal  office  in  California, 
yields  an  estimate  of  tax  to  be  paid  on  these  bases. 

A  transition  from  annual  tax  returns  to  quarterly 
payments  due  two  and  one-half  months  after  the  close 
of  each  calendar  quarter  was  begun  in  1964.  The  rate 
has  been  reduced  from  2.35  percent  to  2.33  percent 
during  this  transition  which  will  take  four  years  to 
complete.  Revenue  for  1964-65  is  based  on  premiums 
written  during  the  period  April  1964  through  March 
1965. 

The  state  also  receives  retaliation  payments  from 
insurers  domiciled  in  states  which  have  higher  rates 
and  discriminate  against  California  insurers.  Passage 
of  a  proposition  on  the  November  1964  ballot  broad- 
ened the  circumstances  under  which  retaliation  can 
be  levied.  This  will  increase  revenue  from  retaliations 
in  1965-66. 

Total  collections  for  1965-66  are  estimated  at  $103,- 
300,000,  as  compared  to  $94,400,000  for  1964-65  and 
$107,200,000  for  1963-64.  The  final  figure  represents 
receipts  of  the  1963  premiums  tax  at  2.35  percent  and 
$22,000,000  attributable  to  the  program  of  quarterly 
remittances. 
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Alcoholic  Beverage  Taxes- $84,745,000 

Revenue  related  to  the  sale  and  consumption  of 
alcoholic  beverages  is  of  two  types:  (1)  excise  taxes 
collected  on  the  distribution  of  distilled  spirits,  beer 
and  wine  and  (2)  liquor  license  fees  collected  from 
manufacturers,  distributors  and  retailers  engaged  in 
this  industry. 

The  estimate  of  alcoholic  beverages  consumption  by 
type  is  based  on  a  per  capita  trend  analysis,  with  con- 
sideration also  given  to  the  changes  in  the  level  of 
personal  income.  Consumption  of  distilled  spirits  in- 
creased significantly  in  1964  to  an  estimated  3.26 
gallons  per  adult  civilian,  compared  with  3.12  gallons 
in  1963.  Continued  strong  growth  in  personal  income 
should  provide  support  for  a  further  rise.  Adult  per 
capita  beer  consumption  increased  to  25.5  gallons  in 
1964  from  24.8  gallons  the  previous  year.  Further 
growth  is  expected  in  1965  and  1966.  Consumption  of 
wine  reached  3.64  gallons  per  adult  civilian  in  1964 
with  increases  in  per  capita  consumption  of  table  and 
sparkling  wines  more  than  offsetting  the  decline  in 
use  of  sweet  wine.  This  pattern,  characteristic  of  the 
past  decade,  is  expected  to  continue.  Total  distribution 
by  type  of  beverage  is  shown  below. 

(Millions  of  paUons ) 

1963  1964  1965  1966 

Distilled   spirits    32.5  35.0  37.0  39.2 

Beer    258.3  274.0  290.0  305.0 

Sweet  wine   16.6  16.6  16.6  16.5 

Drv  wine 19.4  21.0  22.5  24.3 

Sparkling    wine    1.2  1.4  1.5  1.6 

Application  of  the  relevant  rates  and  adjustments 
to  a  fiscal  year  basis  results  in  the  following  revenue 
estimates  compared  with  actual  collections  in  1963-64. 

(In  thousands) 

1963-64     1964-65  1965-66 

Distilled  spirits $50,145       $53,400  $56,S00 

Beer }                    11,521  11,S67 

Sweet  wine }ll,299  *           330  330 

Dry  wine 216  232 

Sparkling  wine J                         433  471 

Total,  Excise  Taxes  __  $61,443       $65,900       $69,700 

*  Cannot  be  separated  due  to  credits  and  other  adjustments. 

It  should  be  noted  that  a  labor  dispute  in  the  beer 
industry  resulted  in  the  shift  of  roughly  $300,000 
from  1963-64  to  1964-65,  as  exceptionally  low  distri- 
butions in  the  last  month  of  1963-64  were  made  up 
in  1964-65. 

Revenue  from  liquor  license  fees  accrues  to  both  the 
General  Fund  and  the  Alcoholic  Beverage  Control 
Fund.  General  Fund  money  is  composed  of  applica- 
tion fees  for  new  licenses,  service  charges,  special 
fees  on  certain  licenses  for  the  enforcement  of  fair 
trade  regulations  and  10  percent  of  all  other  fees. 
Under  the  current  law,  the  Alcoholic  Beverage  Con- 
trol Fund  receives  90  percent  of  these  other  fees  for 
subsequent  distribution  to  the  cities  and  counties. 

As  a  part  of  the  revenue  program,  an  amount 
equal  to  the  cost  of  administering  the  Department  of 


Alcoholic  Beverage  Control  will  be  transferred  from 
the  Alcoholic  Beverage  Control  Fund  to  the  General 
Fund.  Thus  the  General  Fund  -will  receive  $4.7  mil- 
lion in  1965-66  that  would  have  been  apportioned  to 
the  cities  and  counties  under  the  current  law.  Reve- 
nues for  both  funds  are  shown  in  the  following  table. 

(In  thousands) 

1968-64    1964-65     1965-66 

General  Fund $3,402       $3,490       $S,264 

Alcoholic   Beverage   Control 

Fund    10,872       11,160         6,781 

Total  Liquor  License 

Fees $14,274     $14,650     $15,045 

Horse  Racing— $48,537,000 

The  amount  of  parimutuel  wagering  is  related  to  the 
level  of  personal  income,  and  it  is  on  this  basis  that 
the  estimates  are  made.  Correlations  between  income 
and  betting  at  each  track  have  been  used  to  forecast 
tax  receipts  from  the  racing  meets  to  be  held  during 
the  remainder  of  the  current  year  and  during  the 
budget  year. 

Weather  conditions  influence  track  attendance  and 
the  volume  of  wagering.  The  value  of  wagering  also 
varies  considerably  from  track  to  track  and  from  sea- 
son to  season.  In  the  past,  the  rotation  of  spring,  early 
fall,  and  late  fall  meets  among  the  Bay  Area  tracks 
created  a  year-to-year  variation  in  total  betting,  but 
in  1964  the  operation  of  Tanforan  Race  Track  was 
discontinued,  and  the  Bay  Area  meets  will  no  longer 
be  rotated. 

The  aggregate  parimutuel  pool  wagered  at  all  tracks 
in  1964-65  has  been  estimated  at  $607,816,000,  and  at 
$633,150,000  in  1965-66.  The  total  handle  in  1963-64 
was  $577,413,200.  Most  of  the  state  tax  is  collected 
on  a  graduated  scale,  applied  to  the  cumulative  pari- 
mutuel pool  of  each  racing  meet.  The  balance  comes 
from  "breakage"  (the  "odd  cents"  which  are  not 
paid  to  winning  bettors),  and  from  unclaimed  pari- 
mutuel tickets,  as  well  as  from  fines,  penalties,  and 
occupational  licenses.  The  table  below  shows  the 
amount  of  revenue  from  horse  racing,  as  well  as  the 
disposition  of  receipts  among  the  various  funds.  Since 
excess  revenue  in  the  Fair  and  Exposition  Fund  is 
subsequently  transferred  to  the  General  Fund,  the 
final  disposition  of  receipts  is  shown  instead  of  initial 
deposits. 

(In  thousands ) 

1963-64  1964-65  1965-66 

Tax  on  parimutuel  pools  _  $37,548  $40,051  $41,807 

Breakage 5,534  6,058  6,352 

Unclaimed  parimutuel 

tickets    301  307  320 

Licenses,  fines  and 

penalties    59  57  58 

Totals    $43,442     $46,473     $48,537 

General   Fund    $34,248     $37,469     $39,590 

Fair  and  Exposition  Fund       8,444         8.254         8,197 
Wildlife  Restoration  Fund  750  750  750 
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Private  Car  J a X— $2, 150,000 

Under  this  levy,  railroad  cars  owned  by  companies 
other  than  railroads  are  taxed  by  the  state  rather 
than  by  the  various  local  governments.  Assessed  valu- 
ations are  determined  by  the  State  Board  of  Equali- 
zation and  the  average  statewide  property  tax  rate 
during-  the  preceding  fiscal  year  is  applied  against 
the  assessment  roll. 

Based  upon  assessments  of  $28,855,000  and  on  a 
statewide  rate  of  $6.99  per  $100,  current  year  collec- 
tions will  total  $2,017,000.  Assuming  moderate  in- 
creases in  tax  rates  and  in  assessed  valuation,  re- 
ceipts from  this  source  have  been  projected  to 
$2,150,000  for  1965-66.  Actual  collections  during 
1963-64  totaled  $1,846,000. 

Nontax  Receipts-$90, 065,000 

A  substantial  volume  of  revenue  accrues  to  the 
General  Fund  from  sources  other  than  tax  levies. 
These  include  bonus  payments  and  royalties  on  the 
production  of  oil  and  gas  from  stateowned  lands ; 
interest  on  investments  and  bank  accounts ;  charges 
for  treatment  and  services  at  state  hospitals,  if  the 
patient  has  private  means  or  is  a  county  responsibil- 
ity ;  charges  to  comities  for  support  of  Youth  Author- 
ity wards;  and  such  other  items  as  sale  of  property 
and  penalty  payments  for  traffic  violations. 

Miscellaneous  receipts  will  total  $90,065,000  in  the 
budget  year,  an  increase  of  $7,857,000  over  the  cor- 
responding figure  for  the  current  year.  This  total  is 
made  up  of  four  categories :  pay  patients  and  county 
board  charges  at  hospitals  and  correctional  schools — 
$21.6  million;  interest  income — $23.5  million;  oil  and 
gas  royalties — $17.1  million ;  and  all  other,  chiefly 
traffic  penalties,  sale  of  property  and  charges  for  cer- 
tain services  in  connection  with  business  incorpora- 
tions and  issuance  of  stock  (and  including  $3.9  mil- 
lion of  beach  and  park  service  fees  which,  in  the  past, 
has  been  classified  as  an  appropriation  reimburse- 
ment)— $27.8  million.  Principal  amounts  making  up 
the  total  are  shown  in  Schedule  2. 


SPECIAL  FUND  REVENUE 

Provisions  of  the  State  Constitution,  codes  and 
statutes  restrict  the  use  of  certain  revenue  for  speci- 
fied purposes,  and,  under  California's  financial  pro- 
cedure, these  receipts  are  separately  accounted  in 
various  special  funds.  In  general  they  comprise  three 
categories  of  income:  (1)  receipts  from  broad  tax 
levies  which  are  allocated  to  specific  functions;  (2) 
charges  for  special  services  to  specific  groups;  and 
(3)  certain  rentals,  royalties  and  other  receipts  ear- 
marked for  particular  purposes.  Motor  vehicle  taxes 
and  fees  illustrate  the  first  of  these  classes.  License 
fees  for  the  regulation  of  businesses  and  professions 
are  typical  of  the  second.  Oil  and  gas  royalties,  as- 
signed in  part  to  water  resource  development  and 
school  support,  are  an  example  of  the  third.  Interest 
earned  by  the  investment  of  special  fund  money  ac- 
crues to  the  fund  for  which  the  investments  are  held. 


Motor  vehicle  taxes  and  fees  account  for  almost  85 
percent  of  all  special  fund  revenue.  Principal  sources 
of  this  income  are  the  levies  upon  motor  vehicle  fuels, 
registration  and  weight  fees,  transportation  tax,  and 
vehicle  license  fees,  which  are  levied  in  lieu  of  local 
taxes  on  this  tvpe  of  personal  property.  During  the 
1965-66  fiscal  year,  $907,000,000  will  be  derived  from 
motor  vehicle  taxes.  Approximately  $413  million  of 
this  revenue  will  be  returned  to  local  governments. 
The  remainder  will  be  available  for  various  activities 
related  to  state  highways  and  vehicle  regulation. 

Regulatory  fees  and  charges  for  special  services  to 
industry,  business  and  the  professions  constitute  the 
second  largest  source  of  special  fund  income.  Re- 
ceipts from  these  sources  together  with  hunting  and 
fishing  licenses,  liquor  licenses  and  the  local  govern- 
ment share  of  the  cigarette  tax  will  amount  to  $90.5 
million  in  the  coming  fiscal  year.  Rents,  royalties  and 
other  miscellaneous  receipts  during  1965-66  are  esti- 
mated to  total  $72.5  million. 

Mofor  Vehicle  Fuel  Taxes-$526,800,000 

The  forecast  of  revenue  from  the  gasoline  tax  is 
based  upon  estimates  of  the  number  of  vehicles  in 
operation  and  the  average  fuel  consumption  per  ve- 
hicle. Including-  exempt  vehicles,  total  registrations 
are  expected  to  reach  11,122,000  by  year-end  1965,  up 
4.7  percent  from  the  previous  December  31.  Several 
factors  influence  average  fuel  consumption.  The  grow- 
ing number  of  multicar  families  and  the  increasing 
use  of  lightweight  metals  in  trucks  and  autos  tend  to 
lower  consumption  while  the  rising  level  of  personal 
income,  traffic  congestion,  urban  sprawl,  increasing 
auto  size,  horsepower  and  use  of  power  equipment 
contribute  to  greater  consumption.  The  trend  has 
shifted  away  from  compacts  and  toward  bigger  more 
powerful  cars  with  more  power  equipment.  This 
change  in  consumer  preferences  has  reversed  the 
downward  trend  in  average  consumption  per  vehicle 
and  is  expected  to  continue,  with  average  consumption 
rising  to  638  gallons,  compared  to  636  gallons  for  the 
current  fiscal  period  and  632  gallons  for  1963-64. 

Total  consumption  will  be  7.1  billion  gallons  in 
1965-66  with  the  above  assumptions  and,  at  7  cents  per 
gallon,  will  result  in  an  estimated  $496,700,000  of 
revenue  receipts  during  1965-66,  compared  with 
$477,300,000  in  1964-65.  The  1963-64  actual  of  $424,- 
019,000  is  not  comparable  to  these  year  estimates  be- 
cause on  October  1,  1963,  the  gas  tax  was  increased 
from  6  cents  to  7  cents  per  gallon  as  a  result  of  the 
Collier-Unruh  Local  Transportation  Development  Act. 

Diesel  fuel  consumption  is  expected  to  increase  in 
line  with  economic  activity,  while  the  consumption  of 
liquefied  petroleum  gas  is  expected  to  decline  further. 
Receipts  from  these  two  fuel  taxes  are  expected  to 
reach  $30,100,000  in  1965-66,  compared  with  $28,- 
600,000  during  the  current  year.  Here  again  _  the 
budget  and  current  year  estimates  are  not  strictly 
comparable  to  the  $26,176,000  received  in  1963-64  be- 
cause of  changes  by  the  Collier-Unruh  Act  which 
raised  the  tax  rate  on  liquefied  petroleum  gas  from 
6  cents  to  7  cents. 
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Motor  Vehicle  Fees— $364,000,000 

Registration,  weight  and  vehicle  license  fees  con- 
tribute the  bulk  of  revenue  from  this  source  with 
various  fees  incidental  to  vehicle  operation  making  up 
the  balance.  Sales  of  new  vehicles — autos,  trucks,  trail- 
ers, and  motorcycles — during  1965  are  expected  to 
total  1,115,000,  and  an  additional  330,500  vehicles  will 
be  registered  that  were  previously  registered  in  an- 
other state.  Allowing  for  scrappage  and  vehicles  leav- 
ing the  state,  total  fee-paid  vehicle  registrations  at 
year-end  1965  are  estimated  at  10,982,000. 

Registration  and  weight  fees,  drivers'  licenses  and 
other  charges  are  estimated  at  $183,800,000  for  the 
budget  vear  compared  to  $175,900,000  during  current 
year.  The  1963-64  actual  of  $167,808,000  is  not  com- 
parable to  current  and  budget  estimates  because  the 
Collier-Unruh  Act  increased  weight  fees  approxi- 
mately 19  percent  in  1963. 

The  vehicle  license  fee  is  imposed  for  the  privilege 
of  operating  a  vehicle  upon  the  public  highways  and 
is  in  lieu  of  other  property  taxes.  The  number  of 
vehicles,  original  market  value,  and  age  distributions 
are  the  significant  determinants  of  vehicle  license  fee 
revenue.  Average  new  car  values  are  increasing  and 
the  trend  is  expected  to  continue.  Average  annual 
fees  on  automobiles  will  continue  to  rise  as  a  result  of 
successive  years  of  high  new  car  sales.  The  gain  will 
be  particularly  pronounced  in  1965  because  of  the 
exceptionally  large  increase  in  new  cars  sold  in  1964. 
Since  1965  new  car  sales  are  expected  to  remain  about 
the  same  as  in  1964,  the  increase  in  average  fees  the 
following  year  will  be  moderate.  This  is  the  primary 
factor  accounting  for  the  smaller  increase  shown  for 
fiscal  revenue  in  1965-66  as  compared  to  that  in 
1964-65. 

Total  revenues  from  motor  vehicle  fees  are  shown 
in  the  following  table : 


license  fees 

tion  aud  weight 

license  fees 

(In  Millions) 

Vehicle 
Registra 
fees 
Drivers' 
Other 

Actual 
1963-64 
$161.8 

153.8 
9.4 
4.6 

Estimated 

1964-65 

$172.3 

160.7 
9.6 
5.6 

Estimated 
1965-66 
$180.2 

167.2 

10.7 

5.9 

Total 

$329.6 

$348.2 

$364.0 

Transportation  Tax— $16,500,000 

This  is  a  tax  of  1.5  percent  on  the  gross  receipts 
from  the  operation  of  motor  vehicles  used  in  the  trans- 
portation of  persons  or  property  for  hire  and  operat- 
ing outside  of  city  limits.  Gross  receipts  of  this  type 
are  sensitive  to  population  growth  and  business  condi- 
tions. A  regression  equation  correlating  gross  receipts 
and  population,  with  an  adjustment  for  economic  ac- 
tivity, was  used  as  the  basis  for  the  current  and  sub- 
sequent fiscal  year  estimates.  On  this  basis,  revenue 
during  the  budget  year  is  estimated  to  total  $16,500,- 
000  versus  $16,000,000  for  the  current  year  and  actual 
receipts  of  $15,183,000  in  1963-64. 

Other  Special  Fund  Revenue-$1 10,502,000 

For  the  most  part,  nontax  revenue  accruing  to  spe- 
cial funds  represents  regulatory  fees,  self-imposed  by 
businesses  and  professions,  or  charges  for  special 
services  to  designated  groups.  In  many  instances,  the 
distinction  between  a  license  fee  and  a  service  charge 
is  somewhat  vague. 

For  the  budget  year,  these  revenues  will  total  an 
estimated  $110,502,000,  down  from  $116,295,000  in 
the  current  year.  The  decline  in  revenue  is  attribut- 
able to  an  anticipated  decrease  in  cash  bonuses  from 
bids  from  oil  companies  for  drilling  rights  on  state- 
owned  properties  and  on  tidelands.  Actual  revenue 
in  1963-64  was  $106,102,000. 
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Table  8 


SUMMARY   OF   STATE   POPULATION,   INCOME   OF   CALIFORNIA   RESIDENTS,  AND   STATE   TAX   COLLECTIONS 

Excluding  Departmental,  Interest  and  Miscellaneous  Revenue 


Estimated 

Fiscal 
Year 

State  Tax  Collections 

Taxes  per  Capita 

Tares  per  $100  of 

Population 
July  1st 
Year                        (Thousands) 

Personal 

Income 

(Millions) 

Income 

per 
Capita 

General               Special 
Fund                  Funds                 Total 
(Thousands)       (Thousands)       (Thousands) 

Fersonal  Income 

General          Special 
Fund             Funds       Total 

General       Special 
Fund          Funds       Total 

1940 6,950       $5,839        $S40         1940-il $195,796      $S4,553        $2S0,349  $27.60     $11.92  $39.52  $3.35  $1.45  $4.S0 

1941* 7,049         7,145       1,014         1941-12 238,440        85,768          324,208  33.24       11.96  45.20  3.34  1.20  4.54 

1942* 7,297         9,374       1,285         1942-13 274,575        71,906          346.4S1  36.94         9.67  46.61  2.93  .77  3.70 

1943* 7,570       12,033       1,590         1943-44 301,506        72.2S2          373.78S  38.53         9.24  47.77  2.51  .00  3.11 

1944* 8.0S3      13,171      1,629        1944-15 314,237        80,238         394,475  37.84        9.66  47.50  2.39  .61  3.00 

1945* 8,523       13,513       1,585         1945-16 355,734      113,392          469,126  37.63       12.00  49.63  2.63  .84  3.47 

1946 9,559       16,084       1.6S3         1946-47 432.S59      137,751          570,610  44.64       14.21  58.85  2.69  .86  3.55 

1947 9,S32       16,637       1,692         1947-4S 457,297      228,708          6S6,005  45.97       22.99  68.96  2.75  1.37  4.12 

1948 10,064       17,610       1,750         194S-49 4S5.368      249.344          734,712  47.58       24.45  72.03  2.76  1.41  4.17 

1949 10,337       17,835       1,725         1949-50 524,428      26S.177          792,605  49.99       25.57  75.56  2.94  1.50  4.44 

1950 10,643      19,627      1,844        1950-51 647,992      295,542         943,534  59.52      27.15  86.67  3.30  1.51  4.81 

1951 11,130      22,726      2,042         1951-52 709,245      322,699       1,031,944  62.30       28.35  90.65  3.12  1.42  4.54 

1952 11,638       25,0S9       2,156         1952-53 754,048      346,480       1,100,528  63.53       29.19  92.72  3.01  1.38  4.39 

1953 12,101       26,642       2,202         1953-54 772,250      442,538       1,214,788  62.74       35.95  98.69  2.90  1.66  4.56 

1954 12,517      27,432      2,192        1954-55 831.S99      467,814      1,299,713  65.19      36.66  101.85  3.03  1.71  4.T4 

1955 13,004       30,224       2,324         1955-56 972,828      524,765       1,497,593  73.18       39.48  112.66  3.22  1.73  4.95 

1956 13,581       33,273       2,450         1956-57 1,042,773      554,713       1,597,486  75.13       39.97  115.10  3.13  1.67  4.80 

1957 14,177       35,582       2,510         1957-58 1,069,809      572,490       1,642,299  73.99       39.59  113.58  3.01  1.61  4.62 

1958 14,741       37,241       2,526         1958-59 1,170,890      594,587       1,765,477  77.98       39.60  117.58  3.14  1.60  4.74 

1959 15.2S8      40,960      2,679        1959-60 1,443,296      633,492      2,076,788  92.66      40.67  133.33  3.52  1.55  5.07 

1960 15,863      43,183      2,722        1960-61 1,537,347      656,815      2,194,162  95.14      40.65  135.79  3.56  1.52  5.08 

1961 16,453       45,808       2,784         1961-62 1,645,300      669,267      2,314,567  9S.24       39.96  13S.20  3.59  1.46  5.05 

1962 17,044      49,053       2,878         1962-63 1,791,03S      711,185       2,502,223  103.19       40.97  144.16  3.65  1.45  5.10 

1963 17,670       52,317       2,961         1963-64 2,137,404      920,039       3,057,443  119.06       51.25  170.31  4.0S  1.76  5.84 

1964 18,234       56,146      3,079         1964-65f 2,249,379   1,005,514       3,254,893  121.43       54.28  175.71  4.01  1.79  5.S0 

1965 18,815      59,800      3,178        1965-66t 2,437,41S   1,070,231      3,507,649  127.60      56.03  183.63  4.08  1.79  5.87 

*  Amounts  shown  during  period  of  World  War  II  represent  civilian  population,  estimated  income  of  civilians,  and  per  capita  civilian  income. 

t  Estimated. 

Population  data,  1940  through  1949,  are  based  on  United  States  Census  Bureau  estimates ;  population,  1950  to  date,  estimated  by  the 
State  Department  of  Finance. 

Personal  income,  1940  through  1963,  from  estimates  by  the  Office  of  Business  Economics,  United  States  Department  of  Commerce.  Re- 
ported totals  for  1941  through  1945  have  been  adjusted  to  exclude  income  of  armed  forces  personnel.  Data  for  1964  and  1965  are 
estimates  by  the  State  Department  of  Finance. 

Income  per  capita  computed  from  population  and  income  data  shown.  Amounts  differ  somewhat  from  U.  S.  Department  of  Commerce 
estimates. 

Taxes  per  capita  computed  on  the  basis  of  population  January  1st,  the  midpoint  of  the  fiscal  year. 
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Table  9 

COMPARATIVE  YIELD   OF   STAT! 

i  TAXES, 

1945-46  THROUGH 

1    1965-66 

(In 

thousand 

s) 

GENERAL  FUND 

SPECIAL  FUNDS 

Year 

End:   g 
June  30 

Sales 

and 

Use 

Personal 
Income 

Bank 

and 

Corporation  : 

L    Tobacco  - 

Inheritance 
and 
Gift 

Insurance 

Distilled 
Spirits 

Horse 
Racing  ? 

Liquor 

License 

Fees4 

Beer 
and 
Wine 

Private 
Car 

Motor 

Vehicle 

Fuel5 

Motor 

Vehicle 

Fees0 

rranspor- 
tation 
Tax' 

1946__ 
1947__ 
1948— 
1949__ 
1950— 

$180,461 
241,507 
275,566 
294,565 
325,493 

$45,009 
51,219 
50,185 
50,142 
60,504 

$55,863 
59,151 
69,182 
75,798 
74,806 

- 

$14,514 
20,079 
20,465 
21,797 
19,916 

$13,763 
14,697 
17,609 
20,557 
23,285 

$18,191 
16,212 
12,399 
13,815 
12,755 

$22,758 
19,062 
20,177 
17,292 
14,S22 

$8,980 
S,902 
8,009 
8,59S 
S,032 

$3,772 
3,690 
3,474 
3,749 
3,621 

$571 
580 
717 
775 
911 

$61,075 
75,528 
120,126 
12S,397 
138,350 

$37,366 
51,884 
80,210 
91,241 

101,732 

$6,S01 
8,077 
7,887 
7,953 
8,378 

1951__ 
1952__ 
1953__ 
1954__ 
1955__ 

399,243 
417,693 
460,110 
465,051 
492,917 

75,S91 
90,914 
94,551 
96,169 
106,738 

9S,245 
120,127 
119,127 
125,026 
133,661 

- 

23.671 
29,165 
23,474 
24,112 
30,250 

23,447 
25,732 
29,171 
34,325 
38,501 

16,094 
14,430 
15,615 
15,546 
16.10S 

16,368 
20,042 
20,960 
22,552 

22,S77 

8,106 
7,82S 
8,6S7 
8,586 
9,213 

3,796 
3,730 
4,069 
3,989 
4,172 

891 
1,089 
1,127 
1,222 
1,301 

149,907 
162,076 
170,871 
234,395 

244,5S8 

117,680 
127,809 
139,406 
170,519 
185,505 

10,194 
11,312 
13,359 
13,337 
13,921 

1956— 
1957— 
1958— 
1959__ 
I960— 

564,225 
600,102 
605,23S 
631,514 
709,648 

127,816 

143,290 
149,269 
160,553 
246,585 

157,088 
167,431 
173,599 
174,003 
240,735 

$64,805 

36,334 
3S,540 
45,331 
44,943 
47,189 

39,104 
42,529 
46,037 
105,832 
61,530 

33,970 
34,902 
33,963 
36,6S5 
40,369 

24,930 
26,695 

25,948 
2S,0S7 
36.2SS 

9,638 
10,616 
11,297 
11,962 
12,379 

4,373 
4,361 
4,595 
5,129 
10,016 

1,330 
1,424 
1,590 
1,712 
1,613 

273,104 
291,382 
302,671 
317.72S 
336,809 

209,S17 
219,266 
227,153 
236,177 
256,303 

15,956 
16,994 
15,609 
11,203 
12,543 

1961— 
1962__ 
1963— 
1964— 
1965* 

711,702 
749,523 
813,465 
876,944 
962,000 

269,103 
299,034 
322,012 
392,341 
394,500 

272,71S 
290,870 
311,251 
405,431 
422,000 

66,024 
66,054 
70,194 
71,822 
75,400 

76,S03 

76,012 

92,432 

102,195 

10S,950 

66,745 
71,699 
77,970 
107,200 
94,400 

41,274 
45,418 
4S,152 
50,145 
53,400 

37,260 
38,311 
41,663 
43,442 
46,473 

13,044 
13,533 
13,939 
14,274 
14,650 

9,704 
10,495 
10,659 
11,299 
12,500 

1,668 
1,753 
1,808 
1,846 
2,017 

350,819 
363,796 
386,215 
450,195 
505,900 

264,842 
274,906 
298,356 
329,584 
348,200 

12,511 
13,223 
14,106 
15,183 
16,000 

1966  * 

1,022,100 

392,200 

423,000 

210,700 

113,050 

103,300 

56,800 

48,537 

15,045 

12,900 

2,150 

526.S00 

364,000 

16,500 

1  Includes  the  corporation  income  tax  as  well  as  amounts  credited  to  the  postwar  employment  reserve  in  1945-46. 

2  Includes  $36.7  million  of  special  fund  revenue  in  1965-66  to  be  distributed  to  local  governments  as  part  of  the  Governor's  tax  program. 

3  Includes  special  fund  share  of  horse  racing  revenue. 

4  Includes  special  fund  share  of  revenue  from  liquor  license  fees. 

5  Includes  motor  vehicle  fuel  tax  (gasoline),  use  fuel  tax   (diesel  and  liquefied  petroleum  gas),  and  brokers  and  producers  license  fees. 

6  Comprises  registration  and  weight  fees,  motor  vehicle  license  fees  (in  lieu)   and  other  fees.  Includes  the  General  Fund  share  of  motor 

vehicle  license  fees. 

7  Motor  vehicle  transportation  tax  and  permit  fees.  All  revenues  from  these  sources  accrued  to  the  General  Fund  in  1945-46,  1946-47 

and  in  the  early  months  of  1947-48. 
*  Estimates  for  1964-65  and  1965-66  reflect  the  tax  program  recommendations  of  the  Governor. 
Note  :  Changes  in  rates  and  other  features  of  these  taxes  have  affected    their   revenue   yields ;    hence    the   data    shown    are   not    strictly 

comparable. 
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Table  10 

OUTLINE   OF   STATE   TAX   SYSTEM   AS   OF  JANUARY    1,    1965 


Major  Taxes  and  Fees 

lleference 

Base  or 
Measure 

Rate 

Administering 
Agency 

Fund 

Code 

/Sections 

Alcoholic  Beverage  Excises: 
Beer 

R&T  (1) 
R&T 

R&T 
R&T 
R&T 
R&T 

R&T 
R&T 

R&T 

R&T 

B  &P  (8) 

R&T 
R&T 
B  &P 

R&T 

R&T 
R&T 

Vehicle 
Vehicle 
R&T 

R&T 

R&T 

R&T 

32151(a) 
32201(a) 

32151(b) 
32151(c) 
32151(d) 
32151(e) 

23151 
23501 
231S1 
23183 

30101 

15201 

19491 

13401 
12101 
23320 

10751 
7351 
S651 
9250 
9400 
9651 

17041 

11401 

6051 
6201 

Gallon  (2) 
Gallon 

Gallon 
Gallon 
GaUon 
Gallon 

Net  income 
Net  income 

Package  (7) 

Market  value 

Amt.  Wagered 
Breakage 

Market  value 

Gross  premiums  (9) 

Type  of  license 

Market  value 

Gallon 

Gallon 

Vehicle 

Unladen  weight 

Gross  receipts 

Taxable  income 

Valuation 

Receipts  from  sales 
of  taxable  items 

$0.04  (2) 
1.50  (4) 

.01 
.02 
.30 
.02 

5.5%  (5) 
9.5%  Max. 

$0.03  (7) 

2-24% 

5-8% 
50-100% 

2-24% 

2.33%  (9) 

Various 

2% 

$0.07 

.07 

8.00 

Various 

i%% 

1-7% 
(15) 
3% 

Equalization  (3) 
Equalization 

Equalization 
Equalization 
Equalization 
Equalization 

Franchise  (6) 
Franchise 

Equalization 

Controller 

Horse  Racing  Board 

Controller 

Insurance  Comm. 

Alcoholic  Bev. 
Control  Dept. 

Motor  Veh.  Dept. 
Equalization 
Equalization 

Motor  Veh.  Dept. 

Motor  Veh.  Dept. 
Equalization 

Franchise 

Equalization 

Equalization 

General 
General 

General 
General 
General 
General 

General 
General 

General 

General 

Fair  and  Exposition 
and  General 

General 

General 

Alcoholic  Bev.  (10) 
and  General 

Veh.  Lie.  Fee  (11) 

Fuel  (12) 

Fuel 
Motor  Veh.  (13) 
Motor  Veh. 
Transp.  Tax  (14) 

General 

General 

General 

Distilled  spirits 
Wine: 
Dry 

Sweet 

Sparkling 
Sparkling  hard  cider 

Bank  and  Corporation: 
General  corporations 

Banks  and  financials 

Cigarette 

Gift 

Horse  Racing  License  _ 

Inheritance 

Insurance 

Liquor  License  Fees 

Motor  Vehicle: 

Vehicle  license  fees 

Fuel — gasoline 
Fuel — diesel 
Registration  fee 

Weight  fees 

Transportation 

Personal  Income 

Private  (Railroad)  Car 
Retail  Sales  and  Use 

(1)  Revenue  and  Taxation  Code. 

(2)  This  tax  is  levied  at  the  rate  of  $1.24  per  31-gallon  barrel. 

(3)  State  Board  of  Equalization. 

(4)  Distilled  spirits  in  excess  of  proof  strength  are  taxed  at  double  this  rate. 

(5)  Minimum  tax  $100  per  year,  not  applicable  to  banks. 

(6)  Franchise  Tax  Board. 

(7)  This  tax  is  levied  at  the  rate  of  1.5  mills  per  cigarette. 

(8)  Business  and  Professions  Code. 

(9)  Ocean  marine  insurance  is  taxed  at  the  rate  of  5  percent  of  underwriting  profit  attributable  to  California  business.  A  special 

rate  also  applies  to  annuities. 

(10)  For  return  to  cities  and  counties. 

(11)  For  payment  of  administrative  costs,  highway  bond  interest  and  redemption  and  apportionment  to  counties,  cities  and  school 

districts. 

(12)  For  administrative  expense  and  apportionment  to  State,  counties  and  cities  for  highway,  airport  and  small  craft  harbors. 

(13)  For  support  of  State  Department  of  Motor  Vehicles,  California  Highway  Patrol,  county  roads  and  state  highways. 

(14)  For  administrative  expenses  and  state  highways. 

(15)  Average  property  tax  rate  in  the  State  during  preceding  year,  which  for  1963-64  was  $6.99  per  $100  of  assessed  valuation. 
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Expenditure  Program,  1965-66 
Support  and  Local  Assistance 


As  California  enters  the  second  half  of  the  present 
decade,  the  historic  upward  trend  in  expenditures — 
a  trend  virtually  uninterrupted  in  four  generations — 
is  again  manifested  in  the  1965-66  Budget  for  cur- 
rent expenses.  Totally,  the  required  expenditures  for 
the  day  to  day  operations  of  the  state  government  and 
for  financial  assistance  to  cities,  counties,  and  special 
districts  have  forced  demands  on  the  state  to  ever 
higher  amounts. 

The  recommended  expenditure  program  for  these 
purposes  during  the  ensuing  fiscal  year  amounts  to 
$3,278,192,796"  compared  to  $2,985,723,118  for  the 
current  year,  an  increase  of  $292,469,678 a  or  10.0 
percent. 

Of  the  expenditures  budgeted  for  1965-66,  $1,117.4 
million  is  proposed  to  meet  the  current  operating  costs 
of  the  state  agencies  compared  to  $1,049.9  million  for 
the  current  year,  an  increase  of  $67.5  million  or  6.4 
percent;  and  $2,160.8  million  for  aid  to  uuits  of  local 
government  as  contrasted  with  the  revised  estimates 
of  $1,935.8  million  for  1964-65,  up  $225.0  million  or 
11.6  percent  over  the  current  year.  As  in  past  years, 
California's  extraordinary  growth  in  population  is  a 
major  factor  in  increasing  state  expenditures — the 
addition  of  more  than  600,000  persons  per  year  can- 
not be  absorbed  without  significantly  increasing  costs. 

To  this  constant  upward  thrust  of  expenditures, 
however,  must  also  be  added  steadily  rising  prices,  a 
marked  evolution  from  a  predominantly  agricultural 
economy  to  a  highly  industrialized  one,  and  a  gradual 
but  continuous  broadening  of  the  accepted  socio- 
economic concept  of  governmental  responsibilities. 
Because  the  effect  of  these  factors  cannot  be  readily 
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and  accurately  segregated  they  tend  to  become  lost 
in  the  repetitive  pattern  which  has  been  character- 
istic of  California's  development.  The  significant  and 
cumulative  effect  of  these  changes,  however,  must  be 
given  its  proper  weight  if  the  annual  increases  in 
the  budget  of  the  state  and  the  causes  thereof  are 
to  be  evaluated  in  a  realistic  and  informed  way. 

Also  of  particular  importance  in  this  regard  is  the 
disparity  of  the  demands  generated  by  the  composi- 
tion of  our  population  on  the  resources  of  the  state. 
Those  segments  of  the  total  population  which  contrib- 
ute but  little  to  the  revenues  of  the  state  are  increas- 
ing at  a  much  more  rapid  rate  than  the  working  age 
group  which  supplies  the  bulk  of  the  state  revenues. 

Table  11 

STATE  OPERATIONS   EXPENDITURES   BY 

PRINCIPAL   BUDGET   DIVISION 

(In  millions) 


State  support  

Local  assistance 

Totals   


Local  Assistance 


1963-64 
Actual 
$936.0 
1.678.2 


1964-65 

Estimated 

$1,049.9 

1.935.8 


1965-66 

Proposed 

$1,117.4 

2.160.8 


Change  from 

1964-65 

Amount       Pet. 

$67.5         6.4 

225.0       11.6 


$2,614.2        $2,985.7        $3,278.2         $292.5         9.8 


i  Subsequent  amounts  rounded  to  the  nearest  million  or  thousand 
dollars  as  indicated. 


Indicative  of  the  increasing  contributions  by  the 
state  to  meet  the  spiraling  costs  of  local  government 
is  the  $2,160.8  million  recommended  for  assistance  to 
local  governments  in  1965-66.  This  amount  represents 
65.9  percent  of  the  entire  budget  for  current  expen- 
ditures and  an  increase  of  11.6  percent  over  1964—65. 

The  principal  increases  in  this  area  are  in  the  fields 
of  education  ($107  million),  social  welfare  ($69.4 
million),  and  shared  revenues  ($47.3  million).  It  is 
significant  that  the  last  item,  $47.3  million  for  shared 
revenues,  is  composed  entirely  of  taxes  collected  by 
the  state  on  behalf  of  local  governments  for  reasons 
of  economy  and  efficiency  of  administration. 

Support 

The  operations  of  the  various  state  departments, 
institutions,  boards,  commissions  and  other  offices  are 
projected  at  $1,117.4  million  for  current  costs  during 
1965-66. 

This  sum  includes  the  costs  of  supporting  the  entire 
spectrum  of  state  government ;  ranging  from  the  legis- 
lative and  judicial  branches  through  the  executive 
branch,  from  the  Department  of  Agriculture  to  the 
Department  of  the  Youth  Authority. 

Functional  Distribution 

To  provide  a  broad  overall  view  of  the  1965-66 
Budget  plan,  this  analysis  brings  together  the  pro- 
posed expenditures  for  current  purposes  for  each  of 
the  nine  major  functions  of  state  government.  Unlike 
previous  budgets,  however,  lump  sum  amounts  such  as 
workman's  compensation  benefits,  overhead  service 
charges  and  unidentified  savings  have  not  been  pro- 
rated among  these  functions  but  have  been  reported 
under  "other  expenditures."  This  has  been  done  to 
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avoid  inconsistencies  between  the  totals  reported  in 
the  detailed  agency  budget  schedules  and  the  figures 
used  herein. 

Table  12 

OPERATIONS   EXPENDITURES  CLASSIFIED 
BY  PRINCIPAL   FUNCTIONS 

(In  millions) 

Change  from 

Proposed  Percent  1964-65 

Function                                               1965-66  of  Total  Amount  Pet. 

Education    $1,507.9  46.0  $136.1  9.9 

Health  and  welfare 705.5  21.5  85.9  13.9 

Highways     : 420.8  12.8  22.2  5.6 

Resources     127.2  3.9  —1.4  —1.1 

Corrections    108.4  3.3  5.8  5.7 

Fiscal  affairs 57.1  1.7  1.0  1.7 

Business  and  commerce 36.3  1.1  1.4  4.1 

Public  safety    25.5  0.8  0.5  2.0 

Other 289.5  8.9  41.0  16.5 

Totals    $3,278.2  100.0  $292.5  9.8 

Education— $  7 ,507,93  7 ,000 

Expressed  in  dollars  and  in  benefits  to  the  people 
of  California,  education  has  been  traditionally  the 
most  important  single  function  of  state  government. 
Because  of  the  emphasis  placed  on  education  and  the 
continually  increasing  numbers  of  students  in  the 
public  schools,  this  section  of  the  budget  again  rep- 
resents the  greatest  single  category  of  state  expendi- 
tures. 

To  support  California's  dynamically  growing  edu- 
cational system  will  require  more  than  $136  million 
over  the  current  year  costs.  Next  year,  as  in  the  past, 
the  state  will  provide  for  the  education  of  more  public 
school  children  and  college  students  than  any  other 
state.  The  expenditures  for  this  purpose  will  exceed 
$1.5  billion;  and  represent  46.0  percent  of  the  total 
proposed  operational  expenditures. 

Table  13 
EXPENDITURES   FOR   EDUCATION 

(In  thousands) 

Change  from 

1963-64  1964-65  1965-66  1964-65 

Actual  Estimated  Proposed  Amount  Pet. 
State  Support: 
Department  of 

Education $3,781  $4,362  $4,154  — $20S  —4.8 

Division  of  Libraries—           1,159  1,237  1,247  10  0.8 

Special  schools 5,438  5.S27  5,907  80  1.4 

Vocational  education  __              707  741  760  19  2.6 
Higher  Education: 

Coordinating  Council  _               299  366  36S  2  0.5 

University  of  California       158,255  179,308  195.5S6  16,278  9.1 

College  of  Medicine__  249  474  225  90.4 

Hastings  College  of  Law             325  441  522  81  18.4 

State  Colleges 101,353  117,571  130,103  12,532  10.7 

Maritime  Academy 491  535  542  7  1.3 

Scholarship  Commission  _          2,766  3,817  3.S69  52  1.4 

Teachers'    Retirement.-             610  846  448  —398  —47.0 

Totals,  State  Support     $275,184       $315,300       $343,980       $28,680         9.1 

School  support $S38.804  $938,081    $1,034,355  $96,274  10.3 

Child  care  centers 5,793  6,414  7,439  1,025  16.0 

Teachers'    Retirement ._  47,239  52,513  60,500  7.9S7  15.2 

Debt  service 35,690  45,635  51,686  6.051  13.3 

Free  textbooks 10,907  12,719  8,413  —4,306  —33.9 

Vocational  education  ._  230  230  230 

Other    939  954  1.32S  374  39.2 

Totals,  Local  Assistance     $939,602    $1,056,546    $1,163,951     $107,405       10.2 

Grand   Totals $1,214,786    $1,371,846    $1,507,931     $136,085        9.9 

Department  of  Education 

The  administration  and  general  supervision  of  pub- 
lic school  education  through  the  junior  college  level  is 
the  responsibility  of  the  Department  of  Education. 
Among  the  programs  embraced  by  this  broad  field  are 
the  apportionment  of  funds  for  public  school  support ; 


selection,  printing,  and  distribution  of  free  textbooKs 
for  the  elementary  grades;  and  direct  administration 
of  special  schools  and  facilities  for  the  handicapped. 

The  department  also  acts  as  the  state  agency  in  such 
federal-state  cooperative  programs  as  vocational  edu- 
cation, national  defense  education,  and  the  distribu- 
tion of  surplus  property  to  eligible  agencies. 

The  1965-66  Budget  of  the  Department  of  Educa- 
tion includes  funds  to  reduce  the  mounting  backlog 
of  workload  in  the  Teacher  Education  and  Certifica- 
tion Unit.  This  additional  staff  support  has  been  in- 
cluded contingent  upon  action  by  the  Board  of  Edu- 
cation to  raise  the  credential  fee  from  $8  to  $10  to 
continue  this  program  as  self-supporting.  Additional 
proposals  are  being  prepared  by  the  department,  also 
to  be  financed  from  this  fee  increase.  These  latter  pro- 
posals will  be  presented  to  the  Legislature  during  the 
forthcoming  session. 

Local  Assistance 

During  the  current  year,  4.4  million  students,  or 
nearly  one  out  of  four  persons  in  the  state,  will  be 
enrolled  in  the  public  schools — kindergarten  through 
grade  14.  This  enrollment  level,  an  increase  of  207,000 
over  the  1963-64  enrollment,  will  require  a  state  con- 
tribution of  $1.03  billion  next  year  at  the  new  level 
of  state  support  provided  by  AB  145  (Chapter  132, 
Statutes  of  1964). 

AB  145  added  $12.44  per  student  for  the  1964-65 
fiscal  year,  primarily  with  an  encouragement  of  $10 
per  student  for  reduced  class  sizes.  It  also  added 
$14.76  per  student  during  1965-66,  for  those  districts 
qualifying  for  unification.  Approximately  75  percent 
of  all  students  are  in  districts  estimated  to  qualify  for 
this  additional  amount.  The  dollar  effect  of  these  two 
increases  is  shown  in  the  following  table. 

INCREASES  IN  STATE  SUPPORT  by  AB  145 

Budget  Year 

1963-64  1964-65  1965-66 

Average  daily  attendance  (prior)  _.        3,970,404  4,193,231  4,400,000 

1964-65  increases  granted  of 

$12.44  per  ADA —  52,163,794  54,736,000 

1965-66  increases  granted  of 

$14.76    per    ADA    —  —  64,944,000 

Less: 
ADA   not   in   unified   districts-..  __  —      —16,500,000 

Increases  by  AB  145 —        $52,163,794       $103,180,000 

Including  normal  growth  increase  of  $92  million  in 
1964-65  and  1965-66  together  with  the  $103  million 
added  by  AB  145,  the  state  contribution  has  increased 
$195  million,  or  23.2  percent  in  two  years.  This  com- 
pares with  a  school  enrollment  increase  of  only  430,- 
000  or  10.8  percent  during  the  same  period. 

It  was  stated  in  the  1964-65  Budget  message  that 
any  new  state  funds  for  public  schools  should  be  con- 
tingent on  the  adoption  of  fiscal  reform  legislation  to 
require  a  more  reasonable  sharing  of  local  effort. 
AB  145  met  this  reform  requirement  by  providing  for 
the  unification  of  school  districts  at  a  size  not  less  than 
'  that  of  the  existing  high  school  district  boundaries. 
The  great  number  of  districts  existing  in  the  State  of 
California  creates  problems  of  equitable  support  of 
the  public  schools  because  the  districts  serve  as  taxing 
units  as  well  as  governing  units,  all  too  often  separat- 
ing the  children  from  the  wealth.  The  great  variation 
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in  ability  to  support  education  that  exists  among  local 
districts  creates  barriers  to  equal  educational  oppor- 
tunity for  all  children  in  California.  Achieving  school 
district  unification  will  reduce  the  disparity  in  wealth 
behind  each  child  from  the  existing  744  to  1  to  an  esti- 
mated 30  to  1.  The  new  sums  of  state  money  in 
equalization  aid  together  with  the  formation  of  larger, 
better  financed  school  districts  will  be  a  major  step 
toward  equalizing  the  educational  opportunities  for 
all  children  in  California  and  towards  providing  a 
measure  of  long-needed  tax  relief  for  many  property 
owners  in  California. 

AB  145  also  incorporated  incentives  for  a  reduc- 
tion in  class  size  in  our  public  schools.  California  now 
ranks  45th  among  the  50  states  in  pupil-teacher  ratio. 
To  improve  quality  in  the  educational  program  and  to 
improve  teaching  conditions  in  California  schools,  AB 
145  provides  a  plan  that  will  make  possible  a  reduc- 
tion in  class  sizes  in  grades  1,  2,  and  3  to  not  more 
than  30  by  1968-69. 

Although  the  textbook  adoption  schedule  does  not 
require  the  financing  of  any  new  textbooks  in  the 
1965-66  Budget,  normal  growth  and  replacements  will 
require  an  expenditure  of  $8.4  million  in  1965-66  to 
meet  the  needs  of  the  school  districts. 

$50  million  for  junior  college  construction  assist- 
ance was  included  in  the  state  bond  issue  for  capital 
outlay  approved  at  the  November  1964  election.  Legis- 
lation will  be  proposed  at  the  1965  General  Session  to 
enact  a  permanent  program  of  state  assistance  for 
junior  college  construction  to  meet  the  tremendous 
enrollment  growth  that  the  colleges  are  experiencing. 
Expenditures  for  this  purpose  are  necessary  to  ac- 
complish the  proper  apportionment  of  responsibility 
for  higher  education  among  the  state  university,  the 
state  colleges,  and  the  locally  administered  junior 
colleges. 

Funds  for  child  care  centers  of  $7.4  million  will 
provide  for  an  estimated  6.9  percent  increase  in  en- 
rollment hours  of  attendance  over  1964-65.  These  cen- 
ters are  operated  by  46  school  districts — primarily  in 
the  urbanized  areas  of  the  state — to  provide  low  cost 
care  and  supervision  of  children  whose  parents  must- 
work  to  provide  an  adequate  livelihood  for  the  family. 

The  1965-66  Budget  includes  $800,000  for  assistance 
to  public  libraries  as  authorized  by  the  Public  Library 
Services  Act.  This  new  program,  added  by  action  of 
the  1963  Legislature,  is  anticipated  to  make  a  signifi- 
cant contribution  to  the  improvement  of  public  library 
service  in  California. 

Also  included  in  this  Budget  is  the  new  federal 
Library  Services  and  Construction  Act  which  provides 
over  $4.3  million  additional  federal  funds  per  year 
to  California  for  the  extension  of  public  library 
sei'vices  and  construction  projects.  This  includes  over 
$1.6  million  per  year  additional  federal  funds  for 
public  library  services  and  over  $2.7  million  per  year 
to  provide  assistance  for  the  construction  of  public 
libraries  in  the  current  and  budget  years. 

The  Federal  Manpower  Development  and  Training 
Program,  to  provide  for  retraining  the  unemployed 
with  submarginal  or  obsolescent  job  skills,  is  also  in- 
cluded at  an  estimated  cost  of  nearly  $3.5  million. 


The  Vocational  Education  Section  of  the  department 
supervises  the  training  phase  of  this  program.  This 
training  is  conducted  primarily  by  the  public  schools 
and  full  reimbursement  of  excess  costs  by  the  Federal 
Government  is  anticipated  in  the  Budget. 

The  state  will  also  contribute  $60.5  million  for  the 
major  share  of  retirement  benefits  for  32,000  teachers 
who  will  have  retired  by  the  end  of  the  budget  year. 

Higher  Education 

During  fiscal  1965-66  California  will  support  public 
higher  education  through  three  separate  but  com- 
plementary systems :  locally  governed  junior  colleges, 
financed  both  by  the  state  and  local  districts ;  the 
state  colleges  offering  four  and  five-year  liberal  art 
programs ;  and  the  state  university  emphasizing  grad- 
uate and  professional  education.  The  Coordinating 
Council  for  Higher  Education  was  established  in  1961 
so  that  these  systems  might  better  serve  California's 
growing  needs.  This  advisory  body,  composed  of  rep- 
resentatives of  public  and  private  higher  education 
and  the  general  public,  was  created  to  promote  the 
coordination  and  orderly  growth  of  higher  education 
and  to  advise  the  Governor  and  Legislature  in  this 
important  field.  Expenditures  for  direct  state  respon- 
sibilities in  this  field  total  $331.5  million  plus  alloca- 
tions to  local  junior  colleges. 

University  of  California 

During  1965-66,  an  additional  10,403  students  will 
be  admitted  to  the  University,  bringing  the  total  to 
79,062  students,  or  an  increase  of  15.2  percent  over 
the  current  year.  The  largest  increase,  4,590  students, 
comes  at  the  lower  division  level  reflecting  the  initial 
year  of  operation  at  the  new  Santa  Cruz  and  Irvine 
campuses  and  the  second  year  of  undergraduate  edu- 
cation at  San  Diego. 

To  provide  for  present  and  future  operating  needs 
of  the  University,  $195  million  from  state  sources 
will  be  required,  an  increase  of  $16.3  million  equiva- 
lent to  9.1  percent.  This  Budget  includes  funds  for 
the  expansion  of  the  second  year  class  to  128  students 
at  the  San  Francisco  medical  school,  an  additional 
increment  for  the  second  year  program  of  the  new 
dental  school  at  Los  Angeles,  and  an  expansion  of  the 
first  year  class  from  52  to  80  students  at  the  School 
of  Veterinary  Medicine  at  Davis.  A  second  increment 
is  included  for  the  planning  of  the  new  law  school 
at  Davis  and  a  third  increment  is  provided  for  the 
planning  of  the  new  School  of  Medicine  at  San  Diego. 
It  is  anticipated  that  the  San  Diego  School  of  Medi- 
cine will  be  providing  full-time  faculty  members  to 
direct  the  clinical  services  at  the  San  Diego  County 
Hospital  on  July  1,  1966. 

State  Colleges 

The  17  State  Colleges  (including  Palos  Verdes 
which  is  in  the  planning  stage)  are  administered  by 
the  Trustees  of  the  California  State  Colleges.  These 
colleges  will  provide  academic  programs  for  nearly 
121,060  students  in  1965-66,  an  increase  of  11,177  stu- 
dents (full-time  equivalent  students)  over  the  current 
enrollment.  The  State  College  System  is  one  of  the 
fastest  growing  and  largest  single  complex  for  higher 
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education  in  the  nation.  The  individual  colleges,  each 
with  a  geographic,  curricular,  and  academic  character 
of  its  own,  offer  solid  basic  programs  in  liberal  arts. 
Beyond  this,  each  college  provides  individualized  aca- 
demic emphasis  to  provide  a  diversified  system  of 
educational  opportunities  to  the  student  population 
of  the  state. 

The  expenditure  program  for  the  State  Colleges 
totals  $135.9  million  for  current  operations  to  pro- 
vide for  continuation  of  the  currently  approved  levels 
of  service. 

Because  of  pressure  for  greater  utilization  of 
physical  plant,  a  move  toward  year-round  operation 
is  being  undertaken.  Funds  are  provided  in  this 
budget  to  partially  implement  a  conversion  to  a  four- 
quarter  system. 

Teachers  Retirement  System 

In  the  past,  support  of  the  Teachers'  Retirement 
System  has  been  from  the  General  Fund.  Legislation 
will  be  introduced  to  fund  one-half  of  the  adminis- 
trative costs  of  the  system  from  interest  earned  on  the 
investments  of  the  teachers'  contributions.  This  pro- 
posed change  is  similar  to  the  principle  presently  em- 
ployed to  support  the  administration  of  the  State 
Employees'  Retirement  System. 

Health  and  V/elfare-$705,491,000 

The  activities  of  California  state  government  di- 
rected toward  the  physical  and  mental  well-being  of 
the  citizens  of  the  state  is  the  second  major  function 
as  measured  by  overall  expenditures. 

This  function  includes  all  activities  oriented  toward 
the  preservation  and  restoration  of  the  physical  and 
mental  health  of  California 's  population,  and  rehabili- 
tation of  the  people  of  the  state.  In  this  area  are  in- 
cluded programs  to  assure  a  healthful  environment 
for  California  citizens  through  the  Department  of 
Public  Health ;  the  diagnosis  and  treatment  of  mental 
and  emotional  disorders  through  the  Department  of 
Mental  Hygiene ;  measures  necessary  to  enable  other- 
wise disabled  persons  to  return  to  constructive  em- 
ployment through  the  Department  of  Rehabilitation, 
and  to  re-establish  a  family-home  environment  on  a 
productive  basis  through  the  Department  of  Social 
"Welfare. 

These  activities  are  of  such  significance  that  the 
entire  spectrum  of  government — federal,  state,  and 
local — participates  on  both  financial  and  operational 
bases. 

Mental  Hygiene 

To  continue  the  diversified  program  in  attacking 
the  problems  of  mental  health,  an  increase  for  the  De- 
partment of  Mental  Hygiene  of  $6.6  million  is  pro- 
posed over  the  current  year  expenditures,  carrying 
the  cost  of  this  function  to  $183.4  million.  The  major 
portion  of  this  increase  relates  to  personal  service 
costs  attributed  to  recent  successes  in  the  recruitment 
and  retention  of  medical,  nursing,  and  other  support- 
ive hospital  personnel. 

During  1965-66  the  department  plans  to  use  exist- 
ing staff  to  further  develop  and  improve  the  services 
that  make  up  California's  comprehensive  approach 
to  the  problems  of  mental  illness  and  mental  retarda- 


Table  14 

EXPENDITURES  FOR   HEALTH  AND  WELFARE 
(In  thousands) 

Change  from 

1963-64         1964-65  1965-66  1964-65 

Actual         Estimated  Proposed         Amount       Pet. 
State  Support: 

Mental  hygiene   $163,399       $176,759  $183,404         $6,645         3.8 

Public    health    10,975  11,602  12,872  1,270       10.9 

Rehabilitation 4,502  5,514  5.7SS  274        5.0 

Social  welfare 4,407  5,168  5,761  593      11.5 

Other   210  241  202  —39  —16.2 

Totals  State  Support  $183,493  $199,284  $208,027  $8,743  4.4 
Local  Assistance: 

Mental   health  services-  $5,120         $11,067         $15,712         $4,645  42.0 
Public  Health: 

Crippled   children.-  8,045             9,616             9,848              232  2.4 

Tuberculosis   subsidies  3,140             3,208             3,272                 64  2.0 
Aid  to  counties  without 

health  departments  515                496                 478            — 18  — 3.6 
Local  health 

departments  ___  4,241            4,363            4,554              191  4.4 
Mosquito  and  gnat 

control 264                 171                   50          — 121  — 70.8 

Physically  handicapped 

children    1,404             1,735            2,109             374  21.6 

Hospital    construction  11,318           14,225            16,593           2,368  16.6 

Totals,  Public 

Health    $28,927  $33,814  $36,904         $3,090         9.1 

Social  Welfare: 

Aid  to  the  blind $9,607  $10,297  $10,716             419        4.1 

Aid  to  the  disabled..  30,059  47,741  72,158         24,417       51.1 

Aid  to  needy  children  91.342  117,674  143,125         25,451       21.6 

Old  age  security 155,923  164,657  176,183         11,526         7.0 

Medical  assistance  for 

aged   20,415  26,892  33,393           6,501       24.2 

Rehabilitative   services               53  53 

Local  administration  _  610  905  1,419              514       56.8 
Licensing  and 

adoptions 5,980  7,052  7.592              540         7.7 

General  assistance 169  209               40      23.7 

Totals.  Social 

Welfare $313,936       $375,440       $444,848       $69,408       18.5 

Totals,  Local  As- 
sistance       $347,983       $420,321       $497,464       $77,143       18.4 

Grand    Total    $531,476      $615,605      $705,491        $85,886       13.9 

tion.  The  program  for  mentally  ill  is  expected  to 
intensify  the  use  of  existing  resources  and  make 
possible  a  further  reduction  in  the  population  of  the 
hospitals  for  the  mentally  ill.  By  June  30,  1965,  the 
population  of  these  hospitals  will  be  29,545,  compared 
with  31.300  projected  in  the  1964-65  Budget.  By  June 
30,  1966,  it  is  estimated  that  the  population  will  be 
further  reduced  to  27,770.  This  compares  with  36,771 
on  June  30,  1959.  This  significant  reduction  has  been 
accomplished  despite  a  rising  state  population  and  an 
increasing  number  of  admissions. 

A  continuation  of  the  trend  of  rising  population  is 
projected  for.  the  hospitals  for  the  mentally  retarded. 
During  1965-66  it  is  estimated  that  1,490  patients 
will  be  admitted.  The  resident  population  is  expected 
to  be  13,260  patients  by  June  1966,  the  highest  level 
to  date. 

Intensification  of  hospital  treatment  and  supportive 
programs,  expansion  of  various  community-based  pro- 
grams such  as  home  leave,  family  care,  development 
of  the  Short-Doyle  community  health  program,  and 
other  cooperative  efforts  between  state  and  local  agen- 
cies have  been  significant  factors  in  the  success  of 
the  California  mental  health  programs  in  recent  years. 
This  budget  includes  funds  for  additional  staffing  for 
basic  workload  increases.  There  is  no  provision  for 
increases  in  the  levels  of  service  as  in  prior  years. 
Major  workload  increases  relate  to  the  initial  staffing 
for  the  new  200-bed  severely  handicapped  unit  at 
Sonoma  as  well  as  the  staff  for  the  spiraling  indefinite 
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leave  caseload  resulting  from  the  reduction  in  the 
mentally  ill  resident  population. 

In  addition  to  expenditures  proposed  for  state  sup- 
port, an  allocation  of  $15.7  million  is  provided  to  con- 
tinue the  expansion  of  community  mental  health  serv- 
ices (Short-Doyle  program)  and  thus  reduce  the 
number  of  citizens  who  would  otherwise  have  to  leave 
their  home  communities  because  of  mental  problems. 
The  1965-66  fiscal  year  will  provide  state  reimburse- 
ments to  local  jurisdictions  at  a  dollar  level  which 
is  triple  that  of  the  1963-64  fiscal  year.  The  1963 
legislation  liberalizing  services,  as  well  as  revision  of 
the  reimbursement  rate,  has  done  much  to  encourage 
greater  local  participation  which  in  turn  has  resulted 
in  increased  state  expenditures. 

Public  Health 

The  1965-66  General  Fund  expenditure  program 
in  support  .of  the  Department  of  Pubic  Health  pro- 
vides for  the  continuation  of  the  existing  level  of 
services  and  for  program  cost  increases.  No  new  Gen- 
eral Fund  programs  are  proposed  in  the  support 
budget. 

Historically,  the  health  services  provided  by  the 
State  Department  of  Public  Health  and  local  health 
departments  have  been  supported  by  a  combination  of 
federal,  state  and  local  funds.  Although  this  Budget 
reflects  an  overall  increase  in  federal  funds  available 
for  public  health  support  and  local  assistance  in  1965- 
66,  there  has  been  a  change  in  the  types  of  programs 
for  which  federal  funds  are  available.  On  the  basis 
of  information  received  from  the  Federal  Government 
and  experience  during  the  current  year,  no  categorical 
grants-in-aid  funds  are  anticipated  for  general  health 
services  in  1965-66.  Therefore,  in  order  to  continue 
those  services,  a  $506,050  increase  in  General  Fund 
support  is  required  for  the  budget  year.  As  an  offset 
to  this  increase  in  state  funds,  a  $556,050  increase  in 
federal  crippled  children  services  funds  is  anticipated, 
thereby  reducing  the  total  state  obligation  in  the  pro- 
gram of  assistance  to  counties  for  the  care  of  crippled 
children. 

The  availability  during  the  current  year  of  addi- 
tional federal  funds  for  crippled  children  services  and 
maternal  and  child  health  has  permitted  minor  im- 
provements in  the  level  of  service  in  these  programs. 
It  is  proposed  that  these  be  continued  during  1965-66. 

A  critical  review  of  the  existing  alcoholic  rehabili- 
tation program  is  currently  being  undertaken  by  the 
Department  of  Public  Health.  Pending  the  comple- 
tion of  this  review,  this  Budget  makes  no  commitment 
to  any  specific  alcoholic  rehabilitation  program  or 
project  in  1965-66,  although  funds  equal  to  the  exist- 
ing level  have  been  provided. 

A  total  of  $5.3  million  in  state  funds  has  been 
added  to  the  hospital  construction  program  for  1965- 
66.  This  will  provide  for  the  construction  of  facilities 
for  the  mentally  retarded  and  for  the  construction  of 
community  mental  health  centers.  Enabling  legisla- 
tion for  this  phase  of  the  hospital  construction  pro- 
gram was  passed  by  the  1964  Legislature. 


Other 

Miscellaneous  programs  in  this  broad  spectrum  of 
agencies  account  for  $200,000  in  expenditures.  This 
includes  programs  of  the  agency  administrator,  the 
Citizens  Advisory  Committee  on  Aging,  and  the 
Office  of  Atomic  Energy  Development  and  Radiation 
Protection.  The  reduction  in  expenditures  in  the 
budget  year  reflects  the  discontinuation  of  the  Study 
Commission  on  Mental  Retardation. 

Rehabilitation 

Since  its  inception  as  a  new  department  on  October 
1,  1963,  the  Department  of  Rehabilitation  has  con- 
tinued its  organizational  development.  Concurrently, 
it  has  intensified  its  program  of  service  to  the  physi- 
cally and  mentally  handicapped  by  combining  and  co- 
ordinating activities  which  heretofore  had  been  func- 
tioning independently  and  by  providing  facilities 
and  techniques  to  restore  and  retrain  handicapped 
citizens  who  otherwise  are,  or  would  become,  public 
charges. 

The  proposed  1965-66  workload  expenditure  pro- 
gram totals  $14.2  million,  which  is  composed  of  $5.7 
million  state  funds  and  $8.5  million  federal  funds. 
The  total  of  state  funds  is  intended  for  the  continua- 
tion of  current  workload  and  for  anticipated  increases. 

An  increase  of  $200,000  in  state  funds  is  requested, 
of  which,  $62,000  is  attributable  to  the  transfer  of 
6.1  rehabilitative  and  supporting  positions  from  the 
Department  of  Industrial  Relations.  This  transfer  was 
made  to  centralize  and  increase  the  effectiveness  of 
services  to  the  industrially  injured  and  to  meet  federal 
requirements  for  matching  funds. 

There  is  a  continually  rising  demand  for  vocational 
rehabilitation  services  throughout  the  state.  To  meet 
this  demand,  a  cooperative  rehabilitation  service  has 
been  developed  among  various  state  departments  and 
agencies.  The  purpose  is  to  coordinate  and  consolidate 
a  program  of  service  under  the  Department  of  Re- 
habilitation to  achieve  maximum  efficiency  and  to 
qualify  for  federal  matching  funds  under  the  "sole 
agency"  requirement  of  the  federal  vocational  reha- 
bilitation program.  In  addition  to  the  previously  men- 
tioned federal  funds,  during  the  fiscal  year  1965-66 
an  initial  expenditure  of  $8,297,000  in  federal  funds 
is  contemplated  to  provide  a  wide  range  of  vocational 
rehabilitation  services  in  cooperation  with  various  de- 
partments and  agencies.  This  will  be  accomplished 
with  no  additional  outlay  of  state  funds,  as  follows : 

a.  Vocational  rehabilitation  programs 
for  youth  and  adults  in  hospitals  for 
the  mentally  ill  and  mentally  retarded 
—State  Department  of  Mental  Hy- 
giene     $1,000,000 

b.  Sheltered  workshops  in  hospitals  for 
the  mentally  ill  and  mentally  re- 
tarded— State  Department  of  Mental 
Hygiene 150,000 

c.  Community  rehabilitation  units  for 
the  mentally  ill  and  mentally  re- 
tarded youth  and  adults — State  De- 
partment of  Mental  Hygiene 750,000 
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d.  Community  vocational  rehabilitation 
programs  in   cooperation  with  local  • 
mental  health  clinics  (Short-Doyle)  _     1,000,000 

e.  Services  for  disabled  young  people 
through  cooperative  agreements  with 
local  school  districts  and  state  schools 

for  the  handicapped 750,000 

f.  Rehabilitation  services  to  young 
people  through  cooperation  with  crip- 
pled children's  services — State  De- 
partment of  Public  Health 1,000,000 

g.  Vocational  rehabilitation  programs 
for  the  disabled  in  cooperation  with 
the  State  Youth  and  Adult  Correc- 
tions Agency 1,000,000 

h.  Vocational  rehabilitation  services  to 
public  welfare  recipients  through 
agreements  with  the  State  Depart- 
ment of  Social  Welfare 500,000 

i.  Demonstration  project — uses  of  in- 
dustrial consultants  and  shop  manu- 
als for  workshops  for  the  handicapped  47,000 

j.  Staff  development  and  training  pro- 
grams in  connection  with  the  pro- 
posed new  programs  listed  above 100,000 

k.  Grants  to  private  organizations  and 
individuals  for  workshops  or  reha- 
bilitation facilities 2,000,000 


Total    $8,297,000 

Social  Welfare 

Assistance  to'  California's  aged,  handicapped  and 
needy  citizens  in  the  form  of  expenditures  for  eco- 
nomic aid  as  well  as  for  social  services,  other  local 
welfare  activities,  and  cost  of  administration  will  total 
$450.6  million  in  state  funds  during  1965-66.  This  is 
an  increase  of  $70  million  over  the  revised  estimate 
of  expenditures  for  1964-65. 

The  estimated  state  share  of  public  assistance  ex- 
penditures in  1964-65  is  revised  to  $367.4  million.  The 
$16.3  million  increase,  over  the  estimate  in  the  Bud- 
get Act  of  1964,  is  unavoidable  for  the  most  part 
because  of  a  continuing  upward  trend  in  the  number 
of  recipients  being  added  to  all  welfare  programs, 
and  in  particiilar  to  the  Aid  to  Families  with  Depend- 
ent Children  program.  This  added  cost  has  in  no  way 
been  caused  by  administrative  action  except  as  au- 
thorized by  the  Budget  Act. 

Factors  contributing  to  these  increases  include  pop- 
ulation growth,  increased  grants  for  statutory  cost-of- 
living  increases  and  the  continuing  additional  effect 
of  legislative  liberalization  enacted  at  the  1963  Gen- 
eral Session. 

Chapter  510,  Statutes  of  1963,  provided  for  several 
major  program  changes,  including  the  eligibility  of 
unemployed  parents  in  the  Aid  to  Families  with  De- 
pendent Children  category  and  provision  for  federal 
sharing  in  the  cost  during  the  first  30  days  in  county 
hospitals.  These  and  other  program  liberatizations  in 
Chapter  510  have  already  been  implemented  and  ac- 


count for  a  substantial  portion  of  the  continuing 
growth.  In  addition,  Chapter  510  provided  for  an 
expansion  of  the  definition  of  disability  to  include  un- 
employability  and  a  liberalization  of  the  residence  re- 
quirement in  the  Aid  to  the  Disabled  program.  These 
changes  were  effective  on  January  1,  1965.  The  1965- 
66  fiscal  year  will  contain  the  first  full  year  impact 
of  these  provisions. 

For  the  aged,  blind  and  disabled  categories,  funds 
are  included  to  provide  for  statutory  cost-of-living 
increases.  No  increase  in  the  existing  level  of  service 
is  planned  for  these  programs. 

In  addition  to  the  cost-of-living  increases  in  the 
Aid  to  Families  with  Dependent  Children  program, 
provision  is  made  for  repricing  the  existing  housing 
allowance  and  increased  medical  care  services  for  chil- 
dren. State  cost  of  this  program  will  increase  $25.4 
million  to  a  total  of  $143.1  million  in  1965-66. 

The  Medical  Assistance  for  the  Aged  program  is 
projected  at  the  existing  level  of  service.  This  will 
require  $33.4  million,  an  increase  of  $6.5  million  over 
the  1964-65  revised  estimates. 

Highway  Transportation— $420,832,000 

Third  in  magnitude,  after  the  expenditures  for 
education  and  health  and  welfare,  are  expenditures 
for  the  activities  concerned  with  highway  transporta- 
tion— construction  and  maintenance  of  state  highways, 
enforcement  of  traffic  regulations,  registration  of 
motor  vehicles,  and  licensing  of  drivers. 

The  recommended  expenditures  for  1965-66  for  this 
function  of  state  government  amount  to  almost  $448 
million,  of  which  nearly  80  percent  will  be  devoted  to 
highway  purposes  including  grants  to  cities  and  coun- 
ties for  local  streets  and  roads.  The  balance  is  pro- 
grammed for  the  operation  of  the  Departments  of  the 
California  Highway  Patrol  and  Motor  Vehicles. 

Highways 

The  state  highway  budget  is  prepared  under  the 
direction  of  the  State  Highway  Commission.  In  ac- 
cordance with  law,  the  highway  budget,  as  adopted 
by  the  commission,  .must  be  submitted  to  the  Legisla- 
ture without  modification  by  the  Governor.  It  is  in- 
cluded in  this  presentation  to  provide  a  comprehen- 
sive report  of  state  expenditures. 

This  budget  provides  $77.2  million  for  direct  state 
operations.  Included  within  this  amount  is  $48  million 
for  highway  maintenance,  $15.5  million  for  admin- 
istration, $6  million  for  maintenance  of  landscaping 
and  functional  planting,  and  $3.7  million  for  support 
of  the  Division  of  Bay  Toll  Crossings. 

The  state  highway  budget  also  provides  $137.6  mil- 
lion in  state  funds  for  road  purposes  other  than  state 
highways.  The  larger  of  these  nonstate  highway  items 
are  $72.5  million  for  construction  and  rights-of-way 
for  streets  and  roads  on  the  select  system  of  cities 
and  counties  and  $50.5  million  for  improvements  and 
maintenance  work  on  city  streets,  augmented  by  $8.6 
million  in  federal  funds  for  the  federal  aid  secondary 
system. 


(28) 


Table  15 

EXPENDITURES   FOR    HIGHWAY  TRANSPORTATION 
(In  thousands) 

Change  from 

1963-04          1964-65  1965-66                1964-65 

Actual         Estimated  Proposed         Amount        Pet. 
State  Support: 

Highway  patrol   $41,800         545.777  $47,747         $1,970        4.3 

Department  of  Motor 

Vehicles        37,586           41.9S1  44,501           2,520         6.0 

Highway  maintenance, 

etc.       66,348           74.713  77,101           2,478         3.3 

Other   184                 240  264                 24       10.0 

Totals,  State  Supports  $145,918  $162,711       $169,703         $6,992        4.3 
Local  Assistance: 
For  County  Koads: 

Fuel    tax    $97,840  $106,056       $113,529         $7,473         7.0 

Registration    fees 7,639 

State  grants-in-aid  __  5,702  7,869             7,504          —365     — 4.6 

Totals.  County 

Roads     $111,181       $113,925       $121,033         $7,108        6.2 

For  City  Streets: 

Fuel   tax    $43,764         $48,988         $51,993         $3,005         6.1 

Grade  crossing  protec- 
tion        4,684  5,226  5,600  374  7.2 

Totals,  City  Streets       $48,448         $54,214         $57,593         $3,379        6.2 
County  Roads  and  City 
Streets: 
Motor  vehicle  fuel  tax       $35,035         $67,735         $72,503         $4,768         7.0 

Totals,  Local  Assist- 
ance        $194,664       $235,874       $251,129       $15,255         6.5 

Grand  Totals $340,582       $398,585       $420,832       $22,247        5.6 

Highway  Patrol 

The  California  Highway  Patrol  operations  budget 
of  $47.7  million  is  sufficient  only  to  maintain  the  cur- 
rent level  of  service.  No  additional  traffic  officers  are 
proposed.  Approximately  87  percent  of  the  1965-66 
Budget  is  for  direct  support  of  the  field  organization. 
This  includes  the  first  full-year  cost  of  the  new  auto- 
mated system  for  automobile  theft  records.  It  also  in- 
cludes funds  for  additional  radio  communications 
equipment  and  for  replacement  of  obsolete  equipment. 

Department  of  Motor  Vehicles 

The  principal  activities  of  the  Department  of  Motor 
Vehicles  are  registration  of  vehicles,  licensing  of  driv- 
ers, and  determination  of  financial  responsibility  of 
individuals  involved  in  vehicle  accidents.  It  is  esti- 
mated that  during  the  1965-66  fiscal  year  the  depart- 
ment will  register  11,251,000  vehicles  and  issue  3,265,- 
000  driver  licenses  at  an  estimated  cost  of  $44.5  mil- 
lion. This  represents  increases  of  3.2  percent  in  vehicle 
registrations  and  0.3  percent  in  driver  licenses.  Provi- 
sion is  made  for  workload  needs  aud  for  continuation 
of  the  conversion  to  automated  drivers  license  files. 

Resourcss-$  1 27, 7  62,000 

The  development,  protection,  and  optimum  utiliza- 
tion of  the  state's  natural  resources  constitute  the 
next  largest  category  of  expenditures.  Recognition  of 
the  tremendous  impact  of  our  population  growth  on 
these  resources  has  created  a  sense  of  urgency  for  their 
protection.  This  function  of  state  government  should 
be  high  on  the  future  list  of  budget  priorities. 

Water  Resources 

Water  conservation  and  development  will  again  be 
a  major  expenditure  factor  in  1965-66.  General  plan- 
ning will  continue  to  emphasize  investigation  of  water 
needs.  Planning  on  the  authorized  North  Coast  facili- 
ties will  be  continued  with  emphasis  on  the  upper 


Eel  River  development.  Project  emphasis  will  be  on 
conservation,  transportation,  flood  control,  and  recre- 
ation. 

Table  16 

EXPENDITURES   FOR    RESOURCES 
(In   thousands) 

Change  from 

1963-04          1964-65  1965-66  1UU4-65 

Actual         Estimated  Proposed  Amount  Pet. 
State  Support: 

Agriculture $22,780         $25,416  $25,6S9  $273  1.1 

Conservation 28,996           33,207  32,692  — 515  — 1.6 

Fairs  and  expositions  —           2,776             2,914  2,941  27  0.9 

Fish  and  game 11,230           11,837  12,053  216  1.8 

Parks  and  recreation  __          8,150            9,439  13.337  3,898  41.3 

Water  resources 12,238           13,401  13,115  — 286  — 2.1 

Other    131                 163  159  — 4  —2.5 

Totals,  State  Suppcrt  $86,301  $96,377  $99,986  $3,009  3.7 
Local  Assistance: 

Aid  to  fairs $2,493           $3,901           $2,537     —$1,364  — 35.0 

County  agricultural 

commissioners 171               172                172 

Flood  control 12,759           25.064           20.044       — 5.020  — 20.0 

Beach  erosion  control  __  584              1,081                 350          — 731  — 67.6 
Loans  to  small  craft 

harbors 2,175             1.S80             3,970           2,090     111.2 

Grants  for  soil 

conservation    98               138               103           — 35  — 25.4 

Totals,  Local  Assistance  $18,280  $32,236  $27,176  — $5,060  — 15.7 
Grand  Totals $104,581       $128,613       $127,162     —$1,451    —1.1 

The  flood  control  potential  of  Oroville  Dam  was 
dramatically  demonstrated  during  December  of  1964 
when  the  uncompleted  embankment  was  responsible 
for  preventing  a  repetitiou  of  the  1955  Yuba  City 
flood  disaster.  Oroville  Dam,  at  the  height  of  the 
storm,  stored  150,000  acre-feet  of  water  and  delivered 
it  into  the  river  channel  in  manageable  amounts.  The 
ultimate  flood  control  impact  can  be  appreciated  when 
it  is  considered  that,  when  completed,  Oroville  Dam 
will  store  3,500,000  acre-feet. 

The  State  Water  Project  is  on  schedule  both  as  to 
timing  and  financing.  Bond  sales  totaling  $250  million 
and  $200  million  are  scheduled  for  1964—65  and 
1965-66  respectively.  Interest  rates  to  date  are  well 
within  anticipated  levels  which  reflects  the  confidence 
of  the  financial  community  in  the  State  Water  Project. 

State  financial  assistance  for  local  projects  under 
the  Davis-Grunsky  Act  will  continue  with  loans  esti- 
mated at  $2.2  million  and  recreation  grants  planned 
in  the  amount  of  $11.5  million. 

In  December  1964,  the  California-Nevada  Interstate 
Compact  Commission  agreed  on  all  principles  to  be 
incorporated  into  the  final  compact.  It  can  reasonably 
be  anticipated  that  nine  years  of  negotiations  will  be 
successfully  concluded  in  the  1965-66  fiscal  year. 

The  Reclamation  Board 's  flood  control  program  pro- 
vides for  the  expenditure  of  $9.7  million,  including 
$2.6  million  for  the  state's  share  of  the  Sacramento 
River  Bank  Protection  program.  The  Department  of 
Water  Resources  portion  of  the  state's  local  assist- 
ance flood  control  program  anticipates  expenditures 
of  $10.4  million  in  1965-66. 

Fish  and  Game 

The  proposed  budget  for  the  protection,  propaga- 
tion and  management  of  the  state's  fish  and  wildlife 
resources  totals  approximately  $12.1  million.  Antici- 
pated expenditures  in  the  budget  year  will  be  com- 
pletely funded  from  available  resources. 

Augmented  programs  are  restricted  primarily  to 
those  "either  in  completely  reimbursed  fields  or  in  areas 
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where  increased  expenditures  are  offset  by  increased 
revenues. 

In  1965-66,  the  department  is  providing  initial 
staffing  for  the  new  bioassay  laboratory  to  be  con- 
structed near  the  Nimbus  Hatchery  for  studies  of  the 
effects  of  pollutants  on  fish  life.  This  facility  was  ap- 
proved by  the  Legislature  in  1964-65. 

The  department  is  continuing  the  wildlife  planning 
unit  which  is  presently  reimbursed  through  the  Re- 
sources Agency.  The  reimbursement  will  continue  only 
for  the  first  three  months  of  1965-66  and  the  depart- 
ment is  proposing  to  extend  the  positions  through  the 
remaining  nine  months  of  the  fiscal  year.  At  the  end 
of  1965-66  the  results  accomplished  by  the  unit  will 
be  evaluated  to  determine  whether  the  unit  should  be 
eliminated  or  proposed  as  a  permanent  addition  to 
departmental  operations. 

Conservation 

To  protect  and  enhance  the  statewide  values  repre- 
sented by  39,000,000  acres  of  timber,  range,  watershed 
and  recreational  lands  will  require  expenditures  by 
the  Department  of  Conservation  for  Support  and 
Local  Assistance  of  about  $33.9  million  during  the 
coming  fiscal  year.  To  assist  in  the  accomplishment  of 
these  objectives,  the  division  operates  through  a  net- 
work of  strategically  located  fire  suppression  stations 
and  conservation  camps.  In  the  current  year  the  de- 
partment is  operating  34  permanent  conservation 
camps,  3  mobile  camps  and  2  temporary  camps,  having 
a  capacity  of  2440  Department  of  Corrections  inmates 
and  360  Youth  Authority  wards. 

New  conservation  facilities  with  capacity  for  180 
men  are  scheduled  to  be  opened  in  the  budget  year  at 
Garberville  in  Humboldt  County  and  Georgetown  in 
El  Dorado  County. 

The  California  Youth  Conservation  and  Training 
Program,  created  as  a  pilot  program  in  1963-64,  is  not 
being  extended  as  a  state  funded  responsibility  into 
the  1965-66  fiscal  year.  This  program  was  established 
to  provide  a  prototype  for  federal  camps  of  the  same 
general  nature.  With  the  entry  of  the  federal  govern- 
ment into  this  program  area,  the  100  percent  state- 
funded  program  is  being  discontinued. 

The  Division  of  Forestry's  air  attack  program  has 
developed  within  a  few  years  into  a  fully  operational 
part  of  fire  control  operations.  In  1964-65  the  Legis- 
lature granted  an  additional  $260,000  for  aircraft 
rental.  The  1965-66  program  includes  additional  em- 
phasis on  detailed  aircraft  specifications,  inspection  of 
aircraft  and  review  of  pilot  qualifications,  investiga- 
tion of  accidents,  and  the  development  of  a  coordi- 
nated air  attack  program  with  the  U.S.  Forest  Service. 
Also,  $100,000  has  been  provided  in  the  air  attack  pro- 
gram for  the  purchase  of  fire  retardants.  In  the  past 
these  supplies  have  been  purchased  from  emergency 
fire  suppression  funds.  Expenditures  from  emergency 
funds  will  now  be  $100,000  less  than  they  otherwise 
would  have  been. 

Over  a  period  of  years  the  Division  of  Forestry's 
replacement  eqiiipment  budget  has  remained  at  ap- 
proximately the  same  level,  even  though  additional 
equipment  has  been  added  each  year.  To  allow  the 
division  to  catch  up  on  its  essential  equipment  replace- 
ment, an  additional  $400,000  is  provided  for  timely 
replacement  of  the  increased  complement  of  automo- 


tive fire-fighting  equipment.  This  will  decrease  the 
probability  of  mechanical  failure  and  improve  the 
safety  of  operations. 

In  the  field  of  automotive  maintenance  the  Division 
of  Forestry  is  being  provided  with  additional  automo- 
tive maintenance  foremen  and  mechanics,  due  prima- 
rily to  the  steadily  growing  conservation  camp  pro- 
gram. 

Within  the  Division  of  Soil  Conservation  additional 
funds  have  been  provided  for  geological  contract  serv- 
ices. These  services  are  needed  to  complete  the  geologi- 
cal hazard  safety  review  of  several  Public  Law  566 
small  watershed  projects  which  will  have  dams  as 
project  features. 

Parks  and  Recreation 

The  state  park  system  consists  of  195  beach,  park 
and  historical  monument  units  covering  in  excess  of 
700,000  acres.  Thirty  of  these  units  are  operated  by 
local  governments.  There  are  about  5,300  campsites 
and  an  equal  number  of  picnic  units  available  for  use 
at  the  present  time.  During  1965-66  an  additional  215 
campsites  and  381  picnic  units  will  provide  added 
recreational  developments  to  meet  the  backlog  of  user 
demand.  Another  special  demand  area  has  been  met 
with  the  opening  of  a  second  floor  tour  at  Hearst 
Castle.  A  new  fee  schedule  adopted  last  year  has  as- 
sisted in  offsetting  increased  costs.  All  service  fees  and 
concession  fees  will  be  reported  as  revenue  to  the 
General  Fund  effective  July  1,  1965,  rather  than  as 
reimbursements  as  previously  reported. 

In  the  area  of  recreation  associated  with  state  water 
projects,  the  Department  of  Parks  and  Recreation, 
working  with  the  Department  of  Water  Resources, 
have  provided  initial  development  at  Frenchman  and 
Antelope  Reservoirs  which  were  constructed  in  accord- 
ance with  the  California  Water  Development  Plan. 
The  department  is  currently  engaged  in  planning  for 
developments  at  three  additional  reservoir  sites.  Ini- 
tial facilities  for  recreation  will  be  available  at  the 
time  these  reservoir  projects  are  completed. 

The  Division  of  Small  Craft  Harbors  is  responsible 
for  the  registration  and  regulation  of  over  320,000 
small  craft.  This  number  is  increasing  by  approxi- 
mately 30,000  annually.  The  activities  of  this  division 
are  expanding  to  handle  increased  registration  and 
implement  new  legislation  that  provides  for  boating 
safety  and  regulation. 

Legislation  enacted  in  1963  increased  the  amount  to 
be  transferred  annually  from  the  Motor  Vehicle  Fuel 
Fund  into  the  Small  Craft  Harbor  Revolving  Fund 
from  $750,000  to  $2,000,000.  Legislation  will  be  intro- 
duced in  the  1965  General  Session  to  further  increase 
the  amount  of  this  transfer.  In  addition,  starting  on 
July  1,  1964,  all  proceeds  from  licensing  and  regis- 
tering vessels  have  gone  to  the  Small  Craft  Harbor 
Revolving  Fund  rather  than  to  the  General  Fund. 
Also,  all  funds  in  the  Small  Craft  Harbor  Revolving 
Fund  now  are  subject  to  specific  appropriation  by  the 
Legislature. 

These  legislative  measures  dedicated  the  funds  com- 
ing from  boating  interests  to  programs  furthering 
boating  developments  and  regulation,  therefore  new 
boating  facilities  are  proposed  to  be  financed  from  the 
Small  Craft  Harbor  Revolving  Fund. 
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Agriculture 

The  Department  of  Agriculture  will  continue  to 
provide  services  at  the  same  level  as  in  the  current 
year.  Included  within  the  budget  is  $131,000  in  state- 
wide indemnities  for  bovine  brucellosis  and  tubercu- 
losis infected  herds.  A  goal  for  elimination  of  these 
diseases  from  state  herds  has  been  set  for  the  end  of 
1967. 

As  part  of  a  continuous  review  of  state  programs 
an  analysis  has  been  made  of  the  bureaus  of  Meat 
Inspection,  Poultry  Inspection  and  Dairy  Service. 
Since  these  bureaus,  which  are  currently  supported  by 
the  General  Fund,  primarily  provide  services  to  the 
respective  industries,  it  is  proposed  to  make  them  self- 
supporting.  Legislation  will  be  introduced  at  the  1965 
session  to  obtain  the  necessary  funds  by  a  fee  assess- 
ment from  the  industries  concerned. 

Also,  General  Fund  support  for  the  Poultry  Im- 
provement Commission  is  being  dropped  in  1965-66. 
Since  further  activities  in  this  area  are  considered  to 
be  primarily  of  benefit  to  the  producer,  full  financial 
support  of  this  budget  is  proposed  from  poultry  in- 
dustry funds. 

Additional  staffing  is  included  for  the  new  Hall  of 
Health  at  the  Museum  of  Science  and  Industry  to  be 
completed  in  July  1965. 

Consideration  is  being  given  to  a  different  fairs 
system  under  a  study  which  will  include  the  possible 
reduction  of  the  existing  number  through  elimination, 
consolidation  or  reorganization.  No  decisions  have 
been  reached ;  however,  any  recommended  changes 
that  result  from  the  study  will  require  action  by  the 
Legislature. 

Corrections— $  7  08,355,000 

Among  the  oldest  of  traditional  governmental  op- 
erations is  the  protection  of  society  through  the  con- 
finement of  violators  of  the  law.  Under  California  law, 
all  but  a  limited  number  of  individuals  confined  in 
the  state's  correctional  institutions  will  be  released 
eventually.  The  programs  conducted  by  the  Depart- 
ment of  Corrections  and  the  California  Youth  Author- 
ity therefore  emphasize  rehabilitation.  The  program  of 
the  state  in  both  of  these  departments  consists  of  two 
principal  areas  ( 1 )  imprisonment,  thereapy  and  train- 
ing; and  (2)  guidance  and  supervision  after  release 
on  parole. 

.Table  17 

EXPENDITURES  FOR  YOUTH  AND 
ADULT  CORRECTIONS 

(In  thousands) 

Change  from 

1963-64         1964-65  1965-66  1964-65 

Actual         Estimated  Proposed  Amount       Pet. 
State  Support: 

Adult  facilities $61,110         $68,439  $72,643  $4,204         6.1 

Youth  facilities 26,038          29,954  31,450  1,496        5.0 

Other    63                   79  78  —1     — 1.3 

Totals,  State  Support  $87,211  $9S,472  $104,171  $5,699  5.8 
Local  Assistance: 

Juvenile  homes  and  camps  $2,877  $4,040  $4,139             $99        2.5 

Control  of  juveniles 13  45  45 

Totals,  Local  Assistance        $2,890  $4,085  $4,184  $99        2.4 

Grand  Totals  $90,101       $102,557       $108,355         $5,798        5.7 


During  the  1965-66  fiscal  year  these  departments  of 
state  government  will  operate  23  institutions  and 
45  conservation  camps.  In  addition,  the  state  will 
contribute  approximately  $4.2  million  to  local  com- 
munities for  the  establishment  and  maintenance  of 
juvenile  detention  facilities  and  in  the  control  of 
juvenile  crossings  at  the  international  border  station 
at  San  Ysidro. 

The  success  of  the  state's  correctional  system  must 
be  measured  in  terms  of  secure  confinement  and  suc- 
cessful rehabilitation.  Both  are  crucial  elements  in 
maximum  public  protection.  To  this  end,  the  Depart- 
ments of  Youth  Authority  and  Corrections  emphasize 
the  enlistment  of  community  resources.  In  recent 
years  bold  new  programs  at  the  community  level  in 
both  departments  offer  new  hope  to  minimize  institu- 
tional expansion. 

Department  of  Corrections 

The  growth  of  the  Department  of  Corrections  re- 
flects the  state's  expanding  population.  In  June  of 
1965,  a  1,200-man  institution,  the  14th  in  the  system, 
will  be  opened  at  Sonora.  During  the  budget  year, 
four  conservation  camps  will  be  added  to  the  37  camps 
now  located  throughout  the  state.  Construction  plans 
are  underway  for  an  additional  640-man  facility  at 
Tehachapi.  Two  additional  1,200-man  institutions  are 
planned  in  future  years.  The  prison  population  will 
increase  an  estimated  1,200  inmates  next  year.  An 
average  of  27,685  will  be  confined  during  the  budget 
year,  while  14,648  will  be  on  parole. 

A  substantial  effort  to  curtail  prison  population 
growth  was  initiated  in  1964—65  through  expanded 
parole  and  community  services.  To  protect  the  public 
and  yet  save  the  taxpayer  the  cost  of  institutionaliza- 
tion, a  new  and  improved  basis  for  parolee  supervi- 
sion was  introduced.  With  the  development  of  a  plan 
of  parolee  classification  based  on  varying  degrees  of 
required  supervision,  and  the  addition  of  98  parole 
agents  to  implement  the  plan,  a  significant  strength- 
ening of  the  parole  function  is  achieved. 

By  June  of  1965,  three  community  correctional  cen- 
ter halfway  houses  will  be  activated  in  addition  to  the 
one  existing  facility.  This  means  four  facilities  with 
a  combined  total  of  165  beds  for  resident  parolees 
will  be  available  to  assist  parolees  during  initial  ad- 
justment back  into  the  community. 

Preliminary  statistics  already  suggest  that  through 
improved  parole  programs,  prison  population  growth 
can  be  reduced.  More  community  possibilities,  includ- 
ing strengthened  probation  services,  will  continue  to 
be  investigated. 

During  the  budget  year,  3,681  non-felon  drug  ad- 
dicts will  be  under  intensive  rehabilitative  treatment 
within  an  institution  or  under  close  parole  supervi- 
sion. Initial  statistics  indicate  the  highest  degree  of 
success  among  released  drug  addicts  experienced  in 
any  similar  program  throughout  the  country. 

The  completion  of  a  new  1,200-man  conservation 
center  will  mean  2,460  men  will  now  be  housed  in 
three  centers  throughout  the  state.  Camps  receiving 
trained  manpower  and  supplies  from  these  centers 
will  house  an  additional  2,335  men.  Along  with  general 
conservation  work,  these  facilities  provide  a  substan- 
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tial  manpower  reservoir  for  direct  fire  suppression 
and  fire  hazard  reduction  in  state  forests  and  other 
areas  of  state  responsibility. 

No  new  expanded  correctional  programs  are  being 
proposed  in  this  budget.  Added  costs  in  the  budget 
year  are  a  direct  result  of  population  growth.  In  all 
instances,  positions  have  been  added  solely  to  staff  new 
facilities  being  opened  or  to  meet  other  direct  work- 
load increases. 

Youth  Authority 

The  increasing  state  population  is  also  reflected  in 
the  population  of  the  Department  of  the  Youth  Au- 
thority. It  is  anticipated  that  during  1965-66  an 
average  of  5,281  wards  will  be  treated  in  the  depart- 
ment's schools  and  camps,  while  an  average  of  13,758 
will  be  supervised  on  parole.  These  estimates  repre- 
sent an  increase  over  the  1964-65  year  of  2.5  percent 
and  5.7  percent  respectively. 

In  an  effort  to  curtail  the  need  to  construct  addi- 
tional detention  facilities,  yet  provide  a  successful 
treatment  program,  the  department  has  been  explor- 
ing the  feasibility  and  effectiveness  of  intensive 
treatment  and  control  within  the  community.  The 
most  notable  of  these  programs  is  the  Community 
Treatment  project.  Selected  wards  are  referred  to  this 
program  directly  from  reception  center-clinics.  They 
are  then  given  intensive  parole  supervision  which  in- 
cludes individual  and  group  therapy,  parent  group 
meetings,  school  tutoring  and  family  therapy.  While 
the  support  cost  per  ward  of  this  program  is  compar- 
able to  institutional  costs,  it  has  proven  to  be  about 
twice  as  successful  in  the  first  two  years  of  its  opera- 
tion. 

A  similar  program,  the  Community  Delinquency 
Control  project  was  begun  in  April  1964  to  gain  fur- 
ther experience  at  the  community  level.  No  significant 
data  have  been  collected  on  this  program.  The  cost  is 
considerably  lower  than  institution  costs. 

In  addition,  the  previously  authorized  violence  con- 
trol demonstration  units  and  the  part-way  home  and 
private  agency  treatment  programs  are  continued. 
These  programs,  while  meeting  the  treatment  needs 
of  a  segment  of  the  population,  have  a  further  effect 
of  relieving  the  need  for  institution  beds. 

While  the  department  is  making  gains  within  the 
community  with  more  effective  correctional  and  re- 
habilitation programs,  additional  facilities  will  be 
needed.  The  department's  institutional  population  for 
the  next  20-25  years  will  be  housed  at  the  Northern 
and  Southern  California  Youth  Centers.  The  northern 
center,  now  in  the  process  of  development,  is  located 
at  Stockton  and  the  southern  center  is  to  be  located 
at  Ontario.  Each  of  these  facilities  will  have  a  central 
service  area  which  will  provide  maintenance,  food 
preparation  and  business  services  for  400-ward  insti- 
tutions. The  eventual  capacity  of  each  will  be  4,800. 

The  local  assistance  program  administered  by  the 
department  will  provide  $695,000  to  aid  local  juris- 
dictions in  the  construction  of  232  detention  beds 
during  1965-66.  To  maintain  2,919  boys  and  girls 
in  55  homes  and  camps,  the  state  will  provide  $3.4 
million  to  counties  and  cities. 


Assistance  to  the  City  of  San  Diego  for  preventing 
unescorted  juveniles  from  crossing  into  Mexico  at  the 
San  Ysidro  border  station  is  continued  at  a  cost  of 

$44,555. 

Fiscal  Affairs  and  General  Administration— 
$57,077,000 

Evaluated  by  any  standard,  the  government  of  the 
State  of  California  is  a  major  enterprise.  It  is  dis- 
tinguished, however,  from  activities  in  the  private 
sector  of  the  economy  in  that  the  collection  and 
expenditure  of  public  funds  calls  for  special  care — 
not  because  of  inherent  difference  but  rather  because 
the  taxpaying  public  is  entitled  to  the  utmost  assur- 
ance that  their  tax  dollars  are  being  expended  pru- 
dently. 

Within  this  function  are  included  the  revenue  col- 
lecting departments,  business  management,  general 
services,  and  related  activities. 

Table  18 

EXPENDITURES   FOR   FISCAL  AFFAIRS  AND 
GENERAL  ADMINISTRATION 

(In  thousands) 


Change 

from 

19C3-64 

1964-65 

1965-66 

1964-65 

Actual 

Estimated 

Proposed 

Amount 

Pet. 

State  Support: 

Control  and  Management: 

Board    of   Control 

$27 

$35 

$36 

$1 

2.9 

Controller        _ 

4,530 

4,792 

4,776 

—16 

—0.3 

Department  of 

Finance 

4,462 

3,207 

3.2S3 

86 

2.7 

State  Lands   Division 

1,297 

1,263 

1,182 

—87 

—6.9 

410 

452 

462 

10 

2.2 

General 

Administration 

9,956 

14,330 

14,446 

116 

0.8 

Executive     _ 

1,122 

1,296 

1,395 

69 

7.6 

Subtotal 

$21,804 

$25,381 

$25,590 

$209 

0.8 

Tax  Collection: 

Board  of  Equalization 

$17,819 

$18,814 

$19,153 

$339 

1.8 

Controller 

846 

927 

949 

22 

2.4 

Franchise    Tax   Board 

10,218 

10,988 

11,385 

387 

3.5 

Subtotal     _ 

$28,883 

$30,739 

$31,487 

$748 

2.4 

Grand    Totals      _  _  _. 

$50,687 

$56,120 

$57,077 

$957 

1.7 

Tax  Collection 

Most  of  California's  tax  collection  responsibilities 
are  divided  among  the  State  Board  of  Equalization, 
the  Franchise  Tax  Board,  and  the  Office  of  the  State 
Controller.  The  increase  in  tax  administration  costs 
of  $748,000  is  attributable  largely  to  higher  price 
levels,  the  full  year  impact  of  a  salary  increase,  and 
normal  workload  increases. 

The  capacity  of  the  Board  of  Equalization's  Elec- 
tronic Data  Processing  Section  has  been  increased  by 
the  installation  of  a  larger  system  on  November  1, 
1964.  This  greater  capacity  will  provide  more  flexibil- 
ity and  efficiency  and  allow  for  adapting  more  proc- 
esses to  electronic  data  processing.  Under  the  board's 
master  plan,  sales  tax  security,  accounts  receivable, 
and  highway  tax  applications  will  be  converted  in 
1965-66.  Costs  associated  with  this  conversion  will  be 
met  by  the  elimination  of  existing  positions. 

The  Franchise  Tax  Board's  electronic  data  process- 
ing operation  will  be  expanded  to  provide  mechanical 
matching  of  employer  payroll  reports  and  federal  tax 
return  information  with  state  income  tax  returns. 
Heretofore  this  comparison  was  processed  manually. 
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Savings  from  this  procedural  change  will  be  applied 
against  the  normal  workload  growth. 

Legislation  enacted  by  Chapter  2,  Statutes  of  1964, 
requires  that  all  banks  and  corporations  file  estimates 
of  taxes  ilue  in  the  following  calendar  year  and  pre- 
pay a  portion  of  those  taxes.  The  law  provides  that 
20  percent  of  the  taxes  due  be  prepaid  in  1965,  that 
35  percent  be  prepaid  in  1966  and  that  50  percent 
be  prepaid  in  1967  and  each  year  thereafter.  The  cost 
of  this  new  filing  procedure  is  budgeted  at  $95,578 
for  the  1965-66  fiscal  year. 

The  State  Controller's  office  will  process  the  in- 
creasing number  of  claim  schedules  and  warrants 
without  a  material  increase  in  staff.  This  is  made 
possible  by  the  automated  procedures  that  have  been 
installed.  In  addition  to  the  activities  related  to  motor 
vehicle  license  and  fuel  taxes,  gas  assessments  and 
insurance  premium  taxes,  the  inheritance  tax  and  gift 
tax  returns  show  a  25  percent  increase  from  1961-62 
to  the  estimated  number  in  the  1965-66  fiscal  year. 
This  increase  will  justify  an  additional  nine  positions. 

General  Services 

This  recently  created  department  performs  many 
of  the  business  management  activities  for  state  agen- 
cies. The  department  provides  the  state  with  a  service 
whereby  "program  agencies"  are  relieved  of  burden- 
some business  management  responsibilities  in  order  to 
devote  their  maximum  administrative  capability  to- 
ward the  primary  objectives  of  agency  program.  This 
provides  in  the  total  state  service  one  department  with 
a  specialized  ability  and  sufficient  work  volume  to  per- 
form these  activities  more  efficiently  than  could  be 
accomplished  by  program-oriented  departments.  This 
also  provides  a  unified  approach  to  state  needs  in 
order  that  those  individuals  or  companies  having 
business  relations  with  the  state  need  contact  one 
source,  with  one  policy  and  the  ability  to  offer  stand- 
ard terms  which  are  mutually  advantageous.  Most  of 
the  services  performed  are  billed  to  the  agencies  re- 
ceiving services  in  order  to  reflect  the  true  costs  of 
states  programs  where  they  occur. 

Secretary  of  State 

The  Legislature,  at  its  1963  session,  passed  the  Uni- 
form Commercial  Code  which  became  effective  Jan- 
uary 1,  1965.  It  is  an  act  which  consolidates,  clarifies 
and  revises  the  law  relating  to  commercial  transac- 
tions. Under  provisions  of  this  act,  financial  statements 
will  be  filed  with  the  Secretary  of  State  for  the  pur- 
pose of  perfecting  the  security  interest  in  a  secured 
transaction.  Revenues  from  filing  fees  collected  by  the 
Secretary  of  State  are  anticipated  to  exceed  the  an- 
nual cost  of  $282,706  budgeted  for  this  program. 

Executive 

An  anti-poverty  program  office  has  been  included 
by  executive  action  during  1964-65  in  the  Governor's 
Office.  This  will  function  as  the  statewide  coordinating 
agency  for  activities  undertaken  pursuant  to  the  fed- 
eral Economic  Opportunity  Act  of  1964.  It  will  be 
the  subject  of  legislation  designed  to  provide  statutory 
authority  for  its  continuation.  The  1965-66  Budget 
provides  for  the  necessary  support  of  this  Office  of 


Economic  Opportunity  only.  It  is  anticipated  that  ad- 
ditional funds  for  state  participation  in  anti-poverty 
projects  will  be  requested  when  the  detailed  program 
is  developed  and  adequate  estimates  can  be  made. 

Sta.te  Personnel  Board 

The  State  Personnel  Board  is  taking  positive  steps 
to  provide  increased  assistance  for  the  recruitment  of 
members  of  minority  ethnic  groups  to  assure  that 
employment  in  the  state  service  continues  to  be  based 
on  merit  exclusively. 

Business  and  Commerce— $36,346,000 

This  classification  includes  the  various  agencies  in- 
volved in  the  regulation  and  licensing  of  business, 
commercial,  professional,  and  occupational  groups. 
This  group  of  agencies  consists  of  the  Public  Utilities 
Commission,  the  Department  of  Professional  and  Vo- 
cational Standards,  the  Department  of  Alcoholic  Bev- 
erage Control,  the  Department  of  Investment,  and 
similar  departments,  boards,  and  commissions. 

Table  19 

EXPENDITURES   FOR   BUSINESS  AND  COMMERCE 
(In  thousands) 

Change  from 
1963-64         1964-65         1965-66  1964-65 
Actual         Estimated       Proposed         Amount       Pet. 
State  Support: 
Public   Utilities    Com- 
mission           $8,067           $3,060           $9,232            $172         1.9 

Professional    and    Voca- 
tional Standards   —  7,263  8,388  8,634  246        2.9 
Alcoholic  Beverage  Con- 
trol             4,541             4,742             4,818  76         1.6 

Investment   10,317  12,392  13,281  889        7.2 

Other    310  335  381  46      13.7 

Grand  Totals $30,498         $34,917         $36,346         $1,429        4.1 

Public  Utilities  Commission 

Public  Utilities  Commission  activities  both  in  the 
current  and  budget  years  include  the  commission 's  in- 
tensive participation  in  interstate  gas  proceedings. 
Equally  important  to  the  state's  utility  customers  is 
the  recent  corporate  tax  reductions  which  affect  rates 
in  every  utility  company.  Both  of  these  activities  have 
a  direct  bearing  on  the  rates  that  are  charged  to  Cali- 
fornia consumers. 

In  addition  to  the  rate  revisions  resulting  from  tax 
reductions  and  lowered  natural  gas  rates,  the  commis- 
sion has  recently  completed  an  investigation  of  the 
Pacific  Telephone  and  Telegraph  Company.  The  com- 
mission has  ordered  the  company  to  refund  to  com- 
pany subscribers  an  estimated  $40.7  million,  the 
amount  that  was  determined  to  have  been  overcharged 
to  subscribers  from  the  time  the  investigation  was 
initiated  in  July  1962,  until  July  1964,  the  formal 
filing  date.  The  order  has  been  stayed  by  the  commis- 
sion on  its  own  initiative  pending  a  ruling  from  the 
California  Supreme  Court  on  the  company's  petition 
for  a  review  of  the  decision. 

The  Federal  Power  Commission  has  not  yet  issued 
an  order  on  the  method  of  pricing  natural  gas  for 
interstate  consumption.  Accordingly,  the  California 
commission  is  continuing  to  press  for  the  most  favor- 
able decision  obtainable,  particularly  in  view  of  the 
fact  that  California  is  importing  approximately  80 
percent  of  its  natural  gas. 
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In  response  to  the  motor  carrier  operations  industry 
appeal  to  the  commission  for  improved  and  more 
timely  tariff  schedules,  the  commission  has  initiated 
a  Data  Bank  Program  which  will  permit  compilation 
of  rate  data  by  electronic  means.  The  program  has 
moved  from  the  feasibility  phase  to  the  pilot  study 
phase  and  in  all  probability  will  be  converted  into  a 
fully  operational  program  during  mid-1966.  Conver- 
sion from  the  present  method  of  data  collection  to  an 
electronic  system  will  require  substantial  modification 
of  the  accounting  records  of  carriers.  Conversion  to 
the  new  system  will  benefit  shippers  as  well  as 
carriers. 

The  1965-66  Budget  for  the  commission  reflects 
staff  additions  to  handle  two  new  laws  enacted  at  the 
1963  General  Session  of  the  Legislature.  One  of  the 
new  laws,  Chapter  1768,  Statutes  of  1963,  relates  to 
the  out-of-state  motor  carriers  that  enter  California 
at  occasional  rather  than  regular  intervals.  As  a  re- 
sult of  the  new  law,  these  carriers  must  now  secure  a 
permit  to  operate  in  California  before  entering  the 
state.  The  other  law  is  related  to  commercial  air  car- 
riers. As  a  result  of  the  crash  of  an  uninsured  air 
carrier  in  southern  California,  Chapter  1282,  Statutes 
of  1963,  was  enacted  to  require  all  commercial  air  car- 
riers to  purchase  and  file  with  the  commission  evidence 
of  in-foree  public  liability  insurance. 

In  1964,  the  United  States  Supreme  Court  issued 
a  decision  that  requires  the  separation  of  rates  for 
interstate  and  intrastate  electrical  energy.  This  deci- 
sion affects  several  large  southern  California  utilities 
as  well  as  a  number  of  northern  California  utilities 
importing  electrical  energy  and  will  require  substan- 
tial commission^  effort  in  revision  of  rates  during 
1964-65  and  1965-66  since  the  regulation  of  rates  is 
also  separated  as  between  the  Federal  Power  Commis- 
sion for  interstate  regulation  and  the  California  Pub- 
lic Utilities  Commission  for  intrastate  regulation. 

Real  Estate 

The  total  number  of  real  estate  licenses  as  of  June 
30,  1964,  is  at  an  all-time  high  of  153,676.  The  number 
of  applications  received  and  licenses  issued  similarly 
rose  to  new  highs  and  these  activities  continue  to  in- 
crease above  the  preceding  year.  The  problems  associ- 
ated with  enforcement,  reflected  by  an  increasing 
number  of  complaints  and  legal  actions,  continue  to 
multiply  as  the  population  expands  and  urbanization 
increases.  To  handle  the  increased  workload,  the 
1965-66  Budget  for  the  Division  of  Real  Estate  is  in 
excess  of  $3.2  million  and  includes  24  new  positions. 
Nine  of  the  new  positions  are  required  to  handle  the 
administrative  and  licensing  workload  associated  with 
applications,  examinations  and  licensing.  The  other  15 
positions  are  needed  to  meet  the  increased  regulatory 
workload  on  a  statewide  basis. 

As  a  result  of  legislation  enacted  in  1964,  out-of- 
state  subdivision  filings  have  leveled  off  after  a  decline 
in  previous  years.  The  recent  legislation  appears  to 
have  had  a  stabilizing  effect  on  activities  in  this  area. 
The  net  effect  of  this  new  law  as  it  affects  the  citizen 
is  that  only  those  land  sales  which  meet  the  criteria 
of,  "fair,  just  and  equitable,"  can  be  offered  for  sale 
in  the  state,  thereby  protecting  the  citizens  from  being 
victimized  by  false  and  misleading  proposals. 


Savings  and  Loan 

The  enactment  of  Chapter  103,  Statutes  of  1964,  re- 
quires that  the  Savings  and  Loan  Commissioner  li- 
cense and  regulate  savings  and  loan  holdings  com- 
panies operating  or  controlling  state-licensed  savings 
and  loan  associations.  In  order  to  meet  this  new  reg- 
ulation, a  total  of  52  new  positions  has  been  included 
in  the  1964-65  and  1965-66  fiscal  year  budgets.  The 
commissioner  estimates  that  there  are  83  holding  com- 
panies, 155  persons  owning  10  percent  or  more  of  an 
association  and  an  indeterminate  number  of  nonasso- 
ciation  subsidiaries.  Regulation  will  consist  of  licen- 
sure, financial  examination  and  financial  interpreta- 
tion of  accounting  records  and  documents  to  ascertain 
ownership  and  control  status.  The  regulatory  program 
was  budgeted  to  become  effective  January  1,  1965. 

Continued  emphasis  on  the  accelerated  audit  and 
investigation  program  to  curb  questionable  lending 
and  financial  practices  of  state-licensed  associations 
will  continue  into  1965-66  at  the  same  level  as 
budgeted  in  1964-65. 

Professional  and  Vocational  Standards 

The  department  of  Professional  and  Vocational 
Standards  coordinates  and  supervises  the  administra- 
tive and  fiscal  affairs  of  30  boards,  bureaus  and  com- 
missions in  addition  to  four  of  its  own  divisions. 
These  boards,  bureaus  and  commissions  regulate  over 
600,000  persons  practicing  more  than  50  occupations 
and  professions.  In  addition  to  approximately  2,000 
positions,  consisting  of  259  board  and  commission 
members,  640  full-time  employees  and  approximately 
1,100  part-time  positions,  a  total  of  41.6  new  positions 
are  included  in  1965-66.  The  new  positions  requested 
are  required  to  handle  increased  licensing  and  regula- 
tion workload  in  14  different  boards  and  bureaus. 
The  most  significant  additions  are  13  positions  for 
investigative  workload  increases  in  the  Contractors' 
License  Board  and  13  positions  in  Departmental  Ad- 
ministration for  the  increased  administrative  work- 
load. 

The  budget  of  the  Collection  Agency  Licensing 
Bureau  reflects  the  intent  of  Chapter  1815,  Statutes 
of  1963,  that  collection  agencies  have  their  accounts 
audited  by  private  accountants  and  copies  of  the  audit 
reports  filed  with  the  bureau,  which  results  in  less 
workload  and  permits  a  reduction  of  positions  in  the 
bureau  staff. 

Public  Safety-$25,502,000 

Of  the  total  budget,  0.8  percent  is  expended  for  the 
protection  of  the  public  and  the  preservation  of  law 
and  order.  The  public  safety  category  consists  of  state 
departments  such  as  the  Disaster  Office,  Fire  Marshal, 
Military  Department,  Department  of  Veterans  Af- 
fairs, and  the  Department  of  Justice. 

Disaster  Office 

The  periodic  recurrence  of  natural  disasters  and 
the  continuing  tension  in  international  politics  require 
that  the  Disaster  Office  maintain  its  readiness  and 
capability  to  perform  its  role :  coordination  of  emer- 
gency relief  operations. 
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Table  20 
EXPENDITURES   FOR   PUBLIC   SAFETY 


(In  thousands) 


1963-04 
Actual 
State  Support: 

Disaster  Office $897 

Fire  Marshal 722 

Justice    9,568 

Military    Department 3,050 

Veterans  Affairs 7,824 

Totals,  State  Support       $22,061 
Local  Assistance: 
County  Veterans  Service 

Officers   $500 

Peace  Officers  Standards 

and  Training 484 

Workmans    compensation 

for     disaster     sendee 

workers 49 

Totals,  Local  Assist- 
ance            $1,033 

Gram!  Totals $23,094 


1964-65 
Estimated 

$1,344 
743 

11,309 
3.198 
7,121 


1965-66 
Proposed 

$1,291 
716 

12,870 
3.159 
6,620 


Change  from 

1964-65 

Amount       Pet. 


—$53 
—27 
1,561 
—3,9 

—501 


$23,715 

$24,656 

$941 

$500 

- 

—$500 

735 

$792 

57 

52 

54 

2 

$1,287 

$846 

—$441 

—3.9 
—3.6 
13.8 
—1.2 
—7.0 

4.0 


$25,002         $25,502 


$500 


34.3 
2.0 


Continuing  in  1965-66  are  the  long-range  programs, 
begun  this  year,  for  the  replacement  of  deteriorated 
stockpiles  of  drugs  and  other  medical  supplies  and 
for  the  replacement  of  worn-out  fire  trucks.  The  cost 
of  operations  for  the  office  including  these  essential 
items  necessitates  a  budget  for  this  agency  of  $1.3 
million. 

State  Fire  Marshal 

The  budget  for  the  Fire  Marshal  reflects  a  correla- 
tion of  costs  and  reimbursements  in  those  programs 
which  are  intended  to  be  self-financed.  The  positions 
added  in  this  budget  are  to  meet  increased  workload 
in  regulatory  programs  for  fire  prevention  and  pro- 
tection, particularly  the  enforcement  of  fire  protection 
in  the  design  and  construction  of  all  state-owned 
buildings.  Offsetting  decreases  in  staff!  are  in  the  flam- 
mable liquid  truck  licensing  and  the  fire  extinguisher 
programs. 

Justice 

In  1963  the  Department  of  Justice  initiated  action 
to  obtain  a  decision  from  the  United  States  Supreme 
Court  for  a  definition  of  the  three-mile  off-shore 
limits,  whether  or  not  the  state  rather  than  the 
federal  government  has  the  authority  to  issue  drilling 
permits  to  the  disputed  off-shore  areas  and  a  deter- 
mination of  entitlement  to  oil  royalties  from  wells 
situated  in  these  areas. 

During  1964  representatives  of  the  federal  and 
state  governments  attempted  to  reach  a  settlement  by 
negotiation.  These  efforts  proved  unsuccessful,  with 
the  consequence  that  the  proceedings  were  continued. 
On  December  7,  1964,  the  court  heard  oral  argu- 
ment on  the  issues  and  took  the  case  under  submission. 
A  decision  is  anticipated  before  the  end  of  the  cur- 
rent term  in  June  of  1965. 

The  1965-66  Budget  includes  21  positions,  20  of 
which  were  temporarily  approved  in  1964—65,  to 
handle  claims  and  tort  actions  against  the  state.  Since 
September  21,  1964,  the  date  on  which  the  com- 
mercially procured  insurance  policy  was  terminated, 
a  total  of  615  incidents  have  been  filed.  Also  since  that 


date,  37  claims,  amounting  to  $1.8  million  have  been 
filed  and  will  require  either  settlement  by  negotiation 
or  disposition  by  the  courts. 

Condemnations  of  land  for  Beaches  and  Parks  and 
the  California  Water  Plan  have  taken  on  added  sig- 
nificance for  this  department.  These  programs  have 
necessitated  the  addition  of  12  new  positions  in  1964- 
65,  which  will  be  shown  in  1965-66  as  proposed  new. 
The  California  Water  Plan  involves  an  estimated 
4,000  parcels  of  land,  the  majority  of  which  will  be 
handled  by  General  Services  and  the  Department  of 
Justice,  the  balance  being  handled  by  the  Department 
of  Public  Works.  The  Beaches  and  Parks  acquisition 
program  consists  of  21  projects  at  a  cost  of  $19.1 
million  and  involves  an  estimated  250  parcels.  Recent 
experience  indicates  that  40  to  50  percent  of  the 
parcels  will  require  some  form  of  legal  action,  gen- 
erally in  the  courts. 

The  most  significant  change  in  the  budget  for  this 
department  is  the  sharp  increase  in  writs  and  appeals 
as  a  result  of  recent  California  Supreme  Court  de- 
cisions. Filings  in  1964-65  have  increased  103  percent 
over  1960-61,  with  an  increased  backlog  of  2,074  pend- 
ing cases  in  June  of  1964.  This  is  an  increase  from 
691  pending  cases  in  1960-61.  In  order  to  cope  with 
this  unusually  heavy  surge  of  new  work,  the  depart- 
ment was  authorized  to  employ  five  new  attorneys  in 
1964-65.  In  1965-66,  49  attorneys,  including  the  five 
temporarily  approved  in  1964-65,  are  included  in  the 
budget  to  handle  the  current  writs  and  appeals  work- 
load and  to  reduce  the  backlog  of  pending  cases  over 
a  three-year  period. 

Military  Department 

The  Military  Department  organizes  and  administers 
the  California  National  Guard.  The  purpose  of  the 
National  Guard  is  to  provide  an  organization  pre- 
pared for  federal  mobilization  in  time  of  national 
emergency.  It  is  also  available  to  the  Governor  for 
military  support  to  civil  authority  in  local  or  state- 
wide disasters.  This  budget  proposes  elimination  of 
the  State  Military  Reserve  and  the  California  Cadet 
Corps  because  of  a  diminishing  need  for  such  pro- 
grams to  be  supported  from  the  General  Fund. 

Veterans  Affairs 

The  major  activities  of  the  Department  of  Veterans 
Affairs  are  operating  the  Veterans'  Home  of  Cali- 
fornia, assisting  California  veterans  in  the  purchase 
of  homes  and  farms,  providing  financial  assistance  for 
education  of  dependents  of  veterans,  and  operating  a 
claims  and  rights  service.  The  department  also  ad- 
ministers the  subventions  for  county  service  officers. 

The  program  of  educational  assistance  for  qualified 
veterans'  dependents  is  continued;  however  the  pro- 
gram for  veterans  will  be  terminated  as  of  June  30, 
1965.  The  budget  for  the  Farm  and  Home  loan  pro- 
gram reflects  a  continuing  reduction  in  workload  by 
the  elimination  of  34  positions.  This  budget  proposes 
financing  subventions  for  county  service  officers  from 
surpluses  in  the  the  Veterans  Farm  and  Home  Build- 
ing Fund  of  1943. 
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Other  Expenditures— $289,497,000 

As  a  result  of  diversification  of  state  programs, 
several  cannot  be  properly  included  within  the  fore- 
going functional  groups.  To  provide,  however,  a  com- 
prehensive analysis  of  the  state's  budget,  these  activi- 
ties are  consolidated  in  this  final  category.  In  this 
classification  are  included  the  costs  of  the  legislative 
and  judicial  branches  of  California's  government,  the 
Department  of  Employment,  the  Department  of  In- 
dustrial Relations,  provision  for  payment  of  principal 
and  interest  on  the  state's  bonded  debt,  tort  liability, 
claims,  and  various  other  similarly  broad  items  of 
expense  which  do  not  lend  themselves  to  function- 
alized  reporting. 

Employment 

Although  the  State  Department  of  Employment  is 
supported  largely  from  federal  subventions  and  trust 
funds  and  such  expenditures  are  not  included  in  the 
budget  totals,  the  size  and  significance  of  this  agency 
justifies  its  review  here.  Program  costs  will  increase 
from  $765  million  in  1964-65  to  $841  million  in 
1965—66,  including  increases  of  $58  million  in  unem- 
ployment benefit  payments,  $9  million  in  disability 
insurance  benefit  payments,  and  $6.7  million  in  ad- 
ministrative costs. 

Of  continued  significance  in  the  programs  of  this 
department  are  the  job  training  activities  being  con- 
ducted under  provisions  of  the  Federal  Manpower 
Development  and  Training  Act  in  cooperation  with 
the  Departments  of  Education  and  Industrial  Eela- 
tions. It  is  estimated  that  21,900  trainees  will  be  en- 
rolled in  courses  under  these  programs  at  a  cost  to 
the  Department  of  Employment  of  $13,754,511  in 
1965-66. 

In  an  effort  to  meet  a  farm  labor  supply  problem 
occasioned  by  the  termination  of  Public  Law  78,  which 
authorized  the  Mexican  farm  labor  program,  all 
phases  of  the  farm  labor  service  are  being  strength- 
ened by  the  addition  of  125  man-years  in  1965-66. 

Administrative  costs  and  benefit  payments  continue 
to  exceed  revenues  to  the  Unemployment  Compensa- 
tion Disability  Fund.  It  is  estimated  that  $25,000,000 
and  $159,000,000  will  have  to  be  borrowed  during 
1964-65  and  1965-66  respectively  in  order  to  main- 
tain solvency.  Legislation  will  be  proposed  in  1965  to 
provide  additional  revenues  to  the  Disability  Fund. 

Industrial  Relations 

The  budget  for  the  Department  of  Industrial  Rela- 
tions, which  is  supported  by  the  General  Fund,  pro- 
poses an  increase  of  $1.1  million  over  expenditures 
in  the  current  year.  Of  this  increase.  $475,000  is  a 
result  of  reporting  fees  received  by  the  Division  of 
Housing  for  inspection  of  trailer  coach  construction 
as  revenues  rather  than  as  a  reduction  in  expenditures. 
These  fees,  currently  used  to  offset  support  budget 
expenditures,  are  being  reported  as  revenue  directly 
to  the  General  Fund.  An  estimated  10.500  additional 
inspections  of  mobile  home  construction  will  require 
an  additional  4  positions  in  1965-66. 

The  Industrial  Welfare  Commission  will  complete 
a  revision  of  "Wage  Orders  in  1964-65.  In  accordance 
with  these  orders  the  minimum  wage  was  increased 


to  $1.30  on  August  30,  1964.  The  budget  shows  re- 
ductions that  reflect  completion  of  this  work. 

Table  21 

OTHER   EXPENDITURES 

(In  thousands) 

Change  from 

1963-64  1964-65  1965-66  1964-65 

Actual  Estimated  Proposed  Amount       Pet. 
State  Support: 

Legislative    $8,408  $10,439  $9,055  — $1,384  — 13.3 

Judicial    3,379  3,942  4,068  126         3.2 

Industrial  Relations 14,926  18,363  19,419  1,056        5.8 

Department  of 

Employment 1,290  476  422  — 54  — 11.3 

Miscellaneous 797  1,106  1,307  201       18.2 

Debt    service 27,118  31,796  3S.653  6.S57       21.6 

Unallocated    3,636  4,466  4,965  499       11.2 

Tort  liability  claims 269  1,443  7,371  5,928 

Special  fund  credits  for 

overhead — 5,160  — 6,000  — 5,800  200         3.3 

Estimated  unidentified 

savings   __  — 3,000  — 6,000  — 3,000     100.0 

Totals,  State  Support       $54,663         $63,031         $73,460       $10,429       16.5 

Vehicle  license  fees $154,770  $165,052  $174,400  $9,348        5.7 

Liquor  license  fees 10,837  11,100  6,729  — 4,371  — 39.4 

Highway  properties 

rental 720  800  830  30        3.S 

Judges'  retirement  and 

salaries 4,504  6,549  6.S74  325        5.0 

Tobacco  tax __  __  27,000  27,000 

Earthquake  and  storm 

damage 2,597  1,630  — 12S  —1,758       .. 

Other     342  317  332  15         4.7 

Totals.  Local  As- 
sistance         $173,770       $185  448       $216,037       $30,589       16.5 

Grand  Totals $228,433       $248,479       $289,497       $41,01S       16.5 

•  A  total  of  8  new  positions  in  Labor  Law  Enforce- 
ment are  provided  to  meet  an  estimated  increase  of 
complaint  caseload  in  1965-66. 

The  Division  of  Apprenticeship  Standards  in  addi- 
tion to  increased  apprenticeship  activity  will  continue 
to  carry  on  training  activities  under  the  Federal  Man- 
power Development  and  Training  Act  as  it  applies 
to  on-the-job  training.  Also  the  Apprenticeship  and 
Training  Information  Centers  instituted  in  1964-65 
in  cooperation  with  the  Departments  of  Employment 
and  Education  are  continued  in  1965-66. 

Effective  July  1,  1965,  the  department  proposes  to 
transfer  the  vocational  rehabilitation  referral  pro- 
gram to  the  Department  of  Rehabilitation  to  provide 
improved  administration  and  coordination  of  the  pro- 
gram. 

Tort  Liability 

The  state  under  the  precedent-setting  Muskopf  v. 
Corning  decision  is  now  liable  for  certain  torts.  Legis- 
lation passed  during  the  1963  session  defined  the 
areas  of  liability  and  established  broad  guidelines  for 
the  executive  branch  to  follow  in  administering  and 
paying  tort  liability  claims. 

Initially,  retrospective  type  insurance  was  pur- 
chased, covering  losses  up  to  $1  million  with  addi- 
tional excess  coverage  up  to  $5,000,000  for  any  one 
occurrence. 

This  insurance  was  in  effect  one  year,  to  September 
20.  1964.  At  that  time  the  state  embarked  on  a 
program  of  noninsurance  up  to  $1  million  with  excess 
coverage  from  $1  million  to  $50  million.  This  change 
in  policy  is  predicated  on.  the  assumption  that  the 
state,,  with  its  diversified  activity  and  assets,  can  safely 
operate  on  a  self-insured  basis.  This  policy  gives  the 
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state  control  of  the  types  of  claims  that  may  be  liti- 
gated, thereby  providing  some  assurances  against  un- 
desirable precedents  which  would  be  of  future  disad- 
vantage to  the  state. 

Included  in  the  1965-66  proposed  Budget  is  $6,300,- 
000  to  provide  for  the  payment  to  individuals  for 
property  inundated  during  the  1955  Yuba  City  flood 
disaster.  The  amount  proposed  is  based  on  a  court 
settlement. 

Debt  Service 

Based  on  current  general  obligation  bonds  out- 
standing plus  anticipated  bond  sales  through  June  30, 
1966,  it  is  estimated  that  slightly  more  than  $38.6 
million  from  the  General  Fund  will  be  required  for 
debt  service  in  1965-66.  This  amount  is  related  pri- 
marily to  bonds  authorized  for  public  school  building 
construction  and  the  state  building  program. 

The  cost  of  debt  service  attributable  to  self-liqui- 
dating bond  issues  of  public  service  enterprises  are 
payable  from  the  revenues  of  such  activities.  These 
include  the  Veterans'  Farm  and  Home  Building  Fund 
of  1943,  San  Francisco  Harbor  Improvement  Fund, 
Small  Crafts  Harbor  Improvement  Fund,  and  the 
California  Water  Resources  Development  Fund. 

Special  Fund  Credits  for  Overhead 

To  properly  apportion  the  costs  of  the  central  ad- 
ministrative,  management,    and   service   agencies,   a 


pro  rata  share  of  the  expenses  of  these  agencies  is 
charged  to  each  agency  supported  other  than  entirely 
from  the  General  Fund.  The  central  agencies,  the 
costs  of  which  are  so  distributed  are:  the  Legislature, 
the  Controller,  Department  of  Finance,  the  Treasurer, 
the  Department  of  Justice  and  similar  organizations 
serving  state  government  as  a  whole.  The  amount 
apportioned  in  1965-66  is  estimated  at  $5.8  million 
based  on  estimated  services  to  be  provided  to  each 
special  fund  agency. 

Shared  Revenues 

This  category  is  comprised  of  the  net  revenues  from 
certain  taxes  which  are  distributed  among  the  cities 
and  counties.  Although  these  taxes  are  collected  by 
the  state  for  reasons  of  economy  and  efficiency  in 
administration,  the  income  is  apportioned  to  local  gov- 
ernments. Vehicle  license  fees  (in  lieu  tax)  of  $174.4 
million  and  liquor  license  fees  of  $6.7  million  consti- 
tute the  major  portion  of  the  revenues  so  distributed. 

To  assist  local  government  $27.0  million  of  the  in- 
come derived  from  taxes  on  cigarettes  is  expected  to 
be  distributed  to  cities  and  counties  contingent  on  the 
enactment  of  the  required  legislation.  In  addition,  this 
budget  anticipates  that  the  cost  of  administration  of 
the  Department  of  Alcoholic  Beverage  Control  will 
be  deducted  from  the  proceeds  from  fees  for  liquor  li- 
censes before  apportionment  of  the  income  from  this 
source  to  the  cities  and  counties. 
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Capital  Outlay  Budget  1965-66 


This  year,  for  the  first  time,  the  capital  budget  of 
the  state  is  prepared  as  a  separate  document  both  in 
principle  and  detail.  The  Current  Operations  budget 
is  basically  an  expression  of  one-year  needs  related  to 
one-year  resources.  But  the  capital  budget  expresses 
the  long-range  investments  of  California  in  physical 
plant  that  will  be  used  for  generations  in  the  future. 
These  facilities  represent  years  of  planning  and  con- 
struction, and  in  a  state  where  growth  demands  such 
heavy  initial  capital  costs,  they  must  for  the  most 
part  represent  years  of  financing  effort. 

It  is  true  that  the  annual  operating  costs  of  gov- 
ernment are  also  an  investment,  but  they  are  an  an- 
nual investment  in  services  to  people,  best  met  from 
annual  resources  directly  related  to  those  costs.  Yet 
the  tremendous  scope  of  a  statewide  water  develop- 
ment or  highway  system  must  be  planned  for  long- 
term  future  needs,  which  may  find  its  financing  from 
a  variety  of  sources  and  methods  best  suited  to  the 
proper  development  of  that  system. 

In  addition  to  these  fundamental  differences  in  prin- 
ciple, certain  technical  differences  exist  in  a  capital 
outlay  presentation.  These  differences  are:  (1)  the 
methods  of  financing ;  (2)  the  introduction  of  mislead- 
ing fluctuations  in  expenditure  totals  involved  in 
lengthy  construction  schedules  and  contract  pay- 
ments; and  (3)  the  legal  and  practical  requirements 
which  the  two  kinds  of  expenditures  must  satisfy. 

Methods  of  Financing 

The  costs  of  current  operations,  including  debt  serv- 
ice on  outstanding  bonds,  are  financed  from  current 
income  and  any  accumulated  balances  that  may  be 
carried  over  from  prior  years.  Contrasted  with  this  di- 
rect and  uncomplicated  approach,  financing  of  the 
capital  budget  appears  involved,  intricate,  and  per- 
plexing. The  utilization  of  current  revenues,  general 
obligation  bonds,  revenue  bonds,  reserves  and  trust 
funds,  plus  a  variety  of  nonstate  funds  combine  to 
create  and  perpetuate  this  situation.  To  sacrifice  ac- 
curate financial  reporting  in  the  interest  of  simplifica- 
tion, however,  could  only  result  in  an  incomplete  and 
misleading  presentation  of  the  state's  financial  plan. 

Because  capital  expenditures  from  current  resources 
and  reserves  are,  in  accordance  with  accepted  govern- 
mental accounting  principles,  included  in  the  over- 
all budget  totals,  while  those  from  bond  proceeds  and 
other  borrowed  moneys  are  not,  differing  but  arith- 
metically correct,  budget  totals  may  be  compiled  by 
using  dissimilar  approaches ;  expenditures,  appropri- 
ations, cash  outgo,  or  authorizations. 

By  presenting  the  budget  in  separate  volumes — 
one  for  capital  outlay — it  is  anticipated  that  the 
above-mentioned  problem  will  be  minimized. 

Fluctuations  in  Totals 

As  a  result  of  variations  in  project  timing,  program 
magnitude  and  methods  of  financing  from  year  to 
year,  the  commingling  of  capital  expenditures  with 


those  for  current  operations  yields  budget  totals  which 
make  comparisons  on  the  basis  of  overall  totals 
invalid  without  highly  detailed  and  painstaking  recon- 
ciliation. Although  not  confined  to  the  highway  pro- 
gram exclusively,  the  traditionally  large  carryover 
balances  from  the  past  to  the  current  year  illustrates 
this  factor  very  graphically. 

Legal  and  Practical  Requirements 

The  Legislature  has  very  prudently  enacted  laws 
which  prohibit  the  award  of  a  contract  for  a  capital 
outlay  project  unless  the  full  amount  required  there- 
fore is  available  (appropriated).  To  some  extent  this 
difficulty  has  been  overcome  by  appropriating  funds 
in  stages  or  phases  for  projects  which  cannot  be  com- 
pleted within  one  or  two  years  and  to  which  this  pro- 
cedure may  be  applied. 

In  some  cases,  however,  the  full  project  cost  must 
be  appropriated  at  one  time.  Consequently,  each 
budget  includes  the  full  cost  of  projects  that  may  re- 
quire more  than  one  year  to  complete  and  for  which 
the  money  will  be  disbursed  over  an  extended  period 
of  time. 

Recommended  The  unabated  population  growth 
Program  of  the  state  coupled  with  the  needs 

generated  by  new  and  expanded  pro- 
grams required  to  meet  economic,  social,  and  techno- 
logical changes  continues  to  impose  a  demand  for  a 
high  level  of  investment  in  physical  facilities. 

The  recommended  expenditures  contained  in  the 
capital  budget  for  1965-66  may  be  most  conveniently 
grouped  into  six  major  programs:  (1)  the  state  build- 
ing construction  program;  (2)  the  district  fair  con- 
struction program;  (3)  the  parks  and  recreation  ac- 
quisition and  development  program;  (4)  the  wildlife 
conservation  program;  (5)  the  highway  program; 
and   (6)  the  California  water  facilities  program. 

The  proposed  expenditures  for  these  programs  from 
governmental  cost  funds,  bond  issues  and  federal  and 
other  funds  are  shown  in  Table  1  below: 

Table  1 

CAPITAL  OUTLAY  EXPENDITURES  1965-66  BY 

MAJOR   PROGRAM 

(In  thousands) 

Governmental  Federal  and 

cost  Bond                                 other              Total 

funds  issues              Total          funds            program 
State  Building 

Construction $17,398.7  $131,708.0  $149,106.7     $21,112.6      $170,219.3 

District  Fairs 1,553.0  -         1,553.0                   -            1,553.0 

Parks  and 

Recreation     7.036.7  -         7.036.7            506.4            7,543.1 

Wildlife  Conservation        1.134.2  -        1,134.2                 -           1,134.2 

Highways    301,221.1  -    301.221.1     317,311.3        618,532.4 

Water  Facilities 12,066.7  266,481.6     278,548.3                   -        278,548.3 

Totals     $340,410.4  $398,189.6  $738,600.0  $338,930.3  $1,077,530.3 

The  highlights  of  the  capital  budget  for  1965-66 
include  provision  for  increased  enrollments  at  the 
University  and  state  colleges  sufficient  to  accommodate 
additional  students:  construction  and  modernization 
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of  the  highway  system  to  add  more  miles  of  express- 
ways and  freeways ;  and  continuation  of  work  on  the 
California  "Water  Project. 

STATE  BUILDING  CONSTRUCTION 

The  state  building  construction  program  is  com- 
posed of  projects  required  to  meet  the  needs  for  physi- 
cal facilities  for  higher  education,  treatment  of  mental 
and  emotional  illnesses,  custody  and  rehabilitation  of 
adult  prisoners  and  wards  of  the  Youth  Authority, 
operations  of  the  Division  of  Forestry  and  a  limited 
number  of  projects  for  other  activities  of  state  gov- 
ernment. In  addition,  this  program  includes  general 
purpose  projects  such  as  office  buildings  and  appurte- 
nant structures  and  sites  for  future  office  buildings 
and  parking  areas. 

Higher  Education 

University  of  California 

By  far  the  largest  segment  of  this  program  is  for 
facilities  for  higher  education;  $108.1  million  being 
devoted  to  this  field. 

The  1965-66  capital  outlay  program  for  the  Univer- 
sity proposes  a  total  expenditure  of  $57,025,000  for 
additions  and  improvements  to  the  physical  plant 
plus  associated  equipment.  Of  this  total  expenditure, 
$48.6  million  is  required  for  major  construction  proj- 
ects, while  an  additional  $8.4  million  would  be  spent 
for  equipment,  project  planning,  and  minor  construc- 
tion. These  outlays  are  necessary  to  provide  expanded 
physical  plant  sufficient  to  house  an  estimated  in- 
crease of  more  than  26,000  students  in  the  University 
system  over  the  next  5  years.  Major  construction 
projects  which  are  proposed  for  working  drawings  in 
1965-66  would  be  available  for  student  and  staff  occu- 
pancy by  the  1968-69  fiscal  year. 

Included  in  proposed  construction  projects  are 
classrooms  and  teaching  laboratories  plus  all  those 
related  facilities  necessary  to  make  the  University 
program  of  instruction  and  research  operational,  i.e., 
faculty  office  and  research  areas,  libraries,  general 
service  areas,  and  utilities  and  site  development. 
Nearly  40  percent  of  the  proposed  instructional  facil- 
ities would  be  devoted  to  the  natural  sciences  and 
engineering,  reflecting  the  continued  emphasis  on 
these  fields.  The  social  sciences,  humanities,  and  arts 
would  be  provided  facilities  requiring  20  percent  of 
total  proposed  funding,  while  libraries  would  account 
for  12  percent,  and  general  service  facilities  would 
require  3  percent  of  the  total  program.  Rounding  out 
the  major  components  of  the  1965-66  proposal  are  ex- 
penditures for  equipment  and  utilities  and  site  de- 
velopment (9  and  10  percent  respectively  of  the  total 
request). 

Those  campuses  where  enrollments  are  increasing 
most  rapidly,  Davis  and  Santa  Barbara,  will  require 
the  greatest  support.  Collectively,  these  two  campuses 
constitute  45  percent  of  the  total  1965-66  proposal. 
The  new  general  campuses  of  San  Diego,  Santa  Cruz, 
and  Irvine  account  for  only  9  percent  of  the  1965-66 
program,  whereas  in  recent  years  they  have  consti- 
tuted about  one-third  of  the  capital  outlay  appropria- 
tion. The  funds  necessary  for  initial  development  of 
these  campuses  were  appropriated  by  the  Legislature 
in  prior  years.  Since  the  Berkeley  and  Los  Angeles 
Campuses  are  nearing  the  end  of  their  enrollment 


expansion,  plant  expenditures  at  both  sites  are  re- 
duced under  the  funding  levels  established  in  prior 
years. 

State  Colleges 

The  1965-66  budget  for  the  state  colleges  totals 
$51,113,050  of  which  $47,028,250  is  to  be  financed 
from  the  State  Construction  Program  Fund;  $1,084,- 
000  from  the  General  Fund;  and  $3,000,800  has 
already  been  funded  by  the  1964-65  budget.  The 
$3,000,800  represents  the  funds  needed  to  construct 
the  initial  permanent  facilities  for  the  State  College 
at  Palos  Verdes  which  has  been  delayed  due  to  unfore- 
seen site  acquisition  problems. 

The  1965-66  appropriations  include  $14  million,  or 
30  percent  of  the  total  for  14  science  and  engineering 
projects;  $1.5  million,  or  3.2  percent  of  the  total  for  5 
physical  education  projects;  $3.8  million,  or  8.1  per- 
cent of  the  total  for  3  music,  speech  and  drama  proj- 
ects; $7.1  million,  or  15  percent  for  4  multiple-use 
classroom  projects;  and  $4.1  million,  or  8.8  percent  of 
the  total  for  site  development  projects  at  12  state  col- 
leges. Also  included  in  the  total  is  $3,071,000  for  land 
acquisition  for  future  classroom  facilities  at  5  state 
colleges;  $11.5  million  for  working  drawings  and/or 
construction  projects  for  libraries,  cafeterias,  corpora- 
tion yards,  an  administration  building,  boiler  plants 
and  remodeling  projects  at  10  colleges;  and  $2,820,- 
900,  or  6  percent  of  the  total  for  equipment  at  several 
colleges.  A  total  of  $1.1  million  is  included  in  this 
budget  for  minor  capital  outlay  projects  at  all  the 
state  colleges. 

Mental  Hygiene 

For  the  Department  of  Mental  Hygiene,  capital 
outlay  projects  in  the  budget  year  totaling  $5.7  mil- 
lion are  proposed.  Of  this  amount  $800,000  is  for 
working  drawings  for  the  replacement  of  Langley 
Porter  Neuropsychiatric  Institute  and  additional  ca- 
pacity at  the  Neuropsychiatric  Institute  at  UCLA. 
The  expansion  of  the  two  institutes  is  required  to 
meet  the  needs  of  the  increasing  number  of  students 
at  these  two  centers.  Other  projects  include  the  pro- 
posed remodeling  of  outdated  ward  buildings  at  5 
hospitals  in  the  amount  of  $2.7  million.  The  balance  is 
primarily  for  improving  and  modernizing  service  and 
utility  facilities  as  well  as  minor  projects  to  correct 
deficiencies  and  maintain  existing  facilities. 

Corrections  and  Youth  Authority 

The  $2.1  million  capital  outlay  program  of  the  De- 
partment of  Corrections  reflects  the  need  for  added 
capacity  to  house  the  expanding  prison  population. 
The  1965-66  projects  include  working  drawings  for  a 
1,200-man  special  security  facility  to  be  located  near 
Vacaville  and  additional  project  planning  funds  for 
the  medical  correctional  institution  to  be  located  in 
southern  California.  The  balance  is  principally  for 
equipping  new  facilities  and  maintaining  existing  in- 
stitutional plants. 

The  major  portion  of  the  $4.4  million  Department 
of  the  Youth  Authority  capital  outlay  budget  is  for 
the  development  of  projected  capacity  requirements. 
Added  capacity  will  be  concentrated  in  2  areas; 
in  the  Northern  California  Youth  Center  located  near 
Stockton  and  the  Southern  California  Youth  Center 
to   be   located   near    Ontario.    The   construction   and 
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equipping  of  a  laundry  plus  storm  drainage  and  the 
expansion  of  hospital  facilities  will  require  $1.4  mil- 
lion at  the  Northern  California  Youth  Center.  Work- 
ing drawings  for  a  central  services  unit  and  3  institu- 
tions, plus  sewage  treatment  facilities  for  the  Southern 
California  Youth  Center  are  proposed  at  a  cost  of 
$2.1  million. 

Forestry 

The  Division  of  Forestry  operates  6  district  head- 
quarters, 32  ranger  units,  234  forest  fire  stations  and 
81  fire  lookouts.  Under  the  conservation  camp  pro- 
gram, the  division  is  responsible  for  34  permanent 
camps,  2  seasonal  camps  and  3  mobile  camps.  The  ex- 
penditures of  $3.9  million  proposed  in  this  budget 
are  for  completion  of  authorized  conservation  camps 
and  construction  of  replacement  forest  fire  stations. 
Also  included  is  expansion  of  warehouse  and  storage 
facilities  at  various  locations  to  handle  the  increased 
volume  of  supplies. 

Office  Buildings  and  Belated  Facilities 

Department  of  General  Services 

The  remaining  major  component  of  this  program 
consists  of  office  buildings  and  related  facilities,  land 
acquisition,  and  remodeling  and  alteration  projects 
required  to  enable  the  Department  of  General  Serv- 
ices to  adequately  meet  the  needs  of  its  client  agencies. 

The  major  projects  proposed  are  land  acquisi- 
tion in  accordance  with  the  State  Capitol  Develop- 
ment Plan,  $2.2  million;  phase  1  of  a  central  heating 
and  cooling  plant  for  all  existing  and  authorized 
buildings  in  the  Capitol  area,  $10.7  million ;  construc- 
tion of  office  buildings  8  and  9,  $17.7  million;  and  a 
headquarters  office  building  for  the  Military  Depart- 
ment and  Disaster  Office,  $4.8  million,  of  which 
slightly  over  $2  million  will  be  financed  from  federal 
funds.  The  other  projects  proposed  are  principally 
alteration  and  modernization  of  existing  buildings  to 
improve  utilization  and  correct  deficiencies  which  im- 
pair efficient  operations. 

Special  Fund  Agencies 

In  addition,  site  acquisition  and  the  construction  of 
field  offices  and  parking  facilities  at  a  total  cost  of 
$1.4  million  for  the  Department  of  Employment  and 
construction  of  office  facilities  and  parking  areas  plus 
alterations  of  existing  buildings  for  the  Highway  Pa- 
trol and  Department  of  Motor  Vehicles  at  a  combined 
cost  of  $4.2  million  are  recommended. 

These  projects  coupled  with  a  limited  number  of 
projects  for  other  departments,  complete  the  State 
Building  Program  recommended  for  1965-66. 

DISTRICT  FAIR  CONSTRUCTION 

This  budget  provides  $1,553,000  for  district  agri- 
cultural associations  projects.  These  funds  provide  for 
major  construction  projects  at  various  district  agri- 
cultural associations  and  minor  construction  for  im- 
provement of  existing  structures  and  maintenance  of 
facilities.  Consideration  is  being  given  to  a  different 
fairs  system  under  a  study  which  will  include  the 
possible  reduction  of  the  existing  number  through 
elimination,  consolidation  or  reorganization.  No  deci- 
sions have  been  reached;  however,  any  recommended 
changes  that  result  from  the  study  will  require  action 
by  the  Legislature. 


PARKS  AND   RECREATION 

The  state  park  system  involves  195  beach,  park 
and  historical  units  on  holdings  totaling  over  700,000 
acres.  Some  144  additional  campsites  and  142  addi- 
tional picnic  units  are  included  in  the  Budget  pro- 
posal. Also  proposed  are  771  additional  parking 
spaces,  3  boating  facility  developments  and  several 
historical  building  restoration  projects.  To  develop 
these  facilities  will  require  $7.4  million.  Of  this 
amount  $2.4  million  will  be  used  to  continue  the 
policy  of  constructing  recreation  facilities  at  State 
Water  Project  reservoirs.  These  facilities  will  be  de- 
veloped in  cooperation  with  the  Department  of  Water 
Resources. 

A  major  land  acquisition  program  financed  from  a 
special  appropriation  of  $19.1  million  at  the  1963 
legislative  session  is  nearing  completion.  Under  this 
program,  21  areas  will  be  acquired  which  would  other- 
wise have  been  lost  to  the  state. 

In  addition  a  bond  issue  for  $150  million  for  recre- 
ational acquisition  and  development  projects  has  been 
approved  by  the  people.  The  details  of  this  program 
are  being  completed.  An  initial  expenditure  schedule 
for  bond  fund  projects  will  be  submitted  during  the 
1965  session  for  inclusion  in  the  Budget  Bill. 

WILDLIFE  CONSERVATION 

The  total  capital  outlay  expenditure  proposed  for 
protection,  propagation  and  management  of  the 
state's  fish  and  wildlife  resources  is  $1.1  million.  Of 
this  $0.8  million  is  for  continuation  of  the  Wildlife 
Conservation  Board  program  for  providing  hunting 
and  angling  access;  fish  hatchery,  stocking  and  habi- 
tat development  projects  and  game  farm  habitat  im- 
provement. Anticipated  expenditures  for  the  Depart- 
ment of  Pish  and  Game  total  $0.3  million  and  include 
hatchery  ponds  and  aeration  equipment,  radio  equip- 
ment and  miscellaneous  minor  projects.  All  projects 
are  to  be  funded  within  existing  resources. 

HIGHWAYS 

The  state  highway  budget  is  prepared  under  the 
direction  of  the  State  Highway  Commission.  In  ac- 
cordance with  law,  the  highway  budget,  as  adopted 
by  the  commission,  is  submitted  to  the  Legislature 
without  modification  by  the  Governor.  It  is  included 
in  this  presentation  to  provide  a  comprehensive  report 
of  state  expenditures. 

The  capital  outlay  portion  of  the  budget  adopted 
by  the  State  Highway  Commission  includes  $301.2 
million  in  funds  derived  from  state  sources  and 
$317.3  million  in  federal  funds.  This  capital  outlay 
program  provides  construction  funds  for  about  350 
miles  of  new  multilane  freeways  and  adding  lanes 
on  another  37.2  miles  of  existing  freeways.  Funds 
are  also  provided  for  spot  safety  projects  as  curve 
correction,  widening,  and  channelization  on  certain 
sections  where  freeway  construction  is  not  yet 
feasible. 

Construction  of  the  state's  2,173-mile  portion  of 
the  national  system  of  interstate  and  defense  high- 
ways will  continue  to  receive  first  priority.  Of  the 
federal  funds  in  this  budget,  $267  million  is  desig- 
nated for  interstate  system  routes,  which  federal  law 
requires  be  completed  by  1972. 
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CALIFORNIA   WATER   FACILITIES 

As  the  Feather  River  Project  enters  its  fourth 
year  of  construction,  Oroville  Dam  reached  an  ele- 
vation of  605  feet  in  November  1964  with  an  eleva- 
tion of  700  feet  scheduled  for  1965-66.  Current  prog- 
ress is  slightly  ahead  of  the  projected  schedule. 

Other  features  of  the  California  Water  Develop- 
ment Program  are  on  schedule,  with  intensive  aque- 
duct construction  activity  scheduled  for  the  North 
and  South  San  Joaquin  Divisions.  Construction  is 
proceeding  on  San  Luis  Dam  and  Reservoir,  a  joint 
federal-state  project,  with  expenditures  by  the  state 
of  $43.4  million  proposed  during  1965-66  for  the 
project  alone.  This  represents  55  percent  of  the  cost 
of  the  work  programmed  as  this  state's  share  for  the 
San  Luis  Project. 

Studies  to  meet  the  intricate  problems  of  the  Delta 
and  the  San  Joaquin  Valley  Drain  are  nearing  com- 
pletion. 

Intensive  study  is  continuing  on  pumping  facilities 
and  power  sources  necessary  to  move  water  over  the 
Tehachapi  Mountains  and  into  southern  California 
while  construction  on  the  first  of  the  four  tunnels 
presently  is  underway.  State  expenditures  for  1965-66 
for  the  entire  system  of  aqueducts,  dams  and  reser- 
voirs stretching  from  the  upper  Feather  River  in  the 
north  to  Perris  Reservoir  in  Riverside  County  are 
anticipated  to  aggregate  $276.5  million,  an  increase 
of  $34  million  over  the  current-year  level. 

Recreation  facilities  at  various  units  of  the  water 
project  are  being  readied  for  use  of  the  public  at  the 
time  a  usable  water  surface  is  available.  Toward 
meeting  this  goal,  $2,412,083  has  been  requested  in 
the  budget  of  the  Department  of  Parks  and  Recrea- 
tion. This  money  will  provide  for  the  planning  and 
construction  of  projects  at  6  reservoirs,  in  conjunc- 
tion with  the  Department  of  Water  Resources. 

Method  of  As  explained  earlier  in  this  analysis, 
Financing  one  of  the  main  obstacles  to  the  ease 
of  understanding  the  capital  budget 
is  the  multiplicity  of  sources  of  financing  and  the 
accounting  treatment  of  expenditures  from  these 
various  sources.  In  the  first  part  of  this  analysis,  this 
was  discussed  briefly  and  the  several  sources  of  funds 
for  capital  outlay  were  enumerated.  Restated  some- 
what more  fully,  these  sources  are: 

1.  Current  revenues  and  any  accumulated  balances 
in  governmental  cost  funds.  These  are  moneys 
collected  in  the  form  of  taxes,  license  and  permit 
fees,  interest  on  investments,  and  similar  items 
of  income. 

2.  The  proceeds  from  the  sale  of  general  obligation 
bonds  which  bonds  are   secured  by  the   "full 


faith  and  credit"  of  the  state.  The  repayment 
of  principal  and  interest  on  such  indebtedness 
constitutes  a  preferred  claim  on  the  financial 
resources  of  the  state.  Within  this  classification 
falls  a  special  category  referred  to  as  "self- 
liquidating"  bonds.  In  the  case  of  this  special 
grouping,  such  bonds  although  legally  possessed 
of  the  characteristics  of  general  obligation  bonds 
are  serviced  from  the  revenues  produced  by  the 
ventures  or  projects  financed  in  this  manner. 

3.  Revenue  bonds  are  those  that  are  secured  solely 
by  the  income  derived  from  the  use  or  operation 
of  the  facilities  funded  by  this  method. 

4.  Trust  certificates  represent  a  form  of  capital 
financing  which  makes  use  of  the  large  balances 
accumulated  in  trust  accounts  or  funds  of  the 
state.  Because  such  funds  are  dedicated  to  meet 
future  obligations,  sound  fiscal  management  dic- 
tates the  investment  of  the  currently  unneeded 
cash  in  these  accounts  and  funds.  One  way  of 
investing  these  moneys  is  by  the  purchase  of  trust 
certificates  issued  by  the  state  for  the  construc- 
tion of  general  purpose  office  buildings. 

5.  Direct  loans  authorized  by  the  Legislature  from 
the  accumulated  balances  in  certain  special  funds 
and  other  dedicated  moneys  in  the  Treasury 
which  are  surplus  to  immediate  future  disburse- 
ments. 

6.  Nonstate  funds  such  as  endowments,  grants,  and 
certain  other  funds  as  payments  of  overhead 
charges  on  research  projects  conducted  by  the 
University  represent  yet  another  source  of  capi- 
tal financing. 

To  provide  a  complete  and  comprehensive  picture  of 
the  state's  capital  outlay  program  all  proposed  proj- 
ects are  included  in  the  capital  budget  regardless  of 
the  source  of  financing.  Following  the  generally  ac- 
cepted principles  of  governmental  accounting,  how- 
ever, only  expenditures  from  governmental  cost  funds 
are  included  in  the  budget  totals.  Expenditures  from 
bond  proceeds  and  other  forms  of  borrowing  are  ex- 
cluded— such  expenditures  are  reported  as  expendi- 
tures of  the  fiscal  years  in  which  the  payments  on 
principal  and  interest  are  made. 


Programs  and 
Projects 


The  foregoing  material  provides 
a  generalized  description  of  the 
state's  capital  budget.  In  the  de- 
tailed schedules  that  follow,  each  program  and  its 
constituent  projects  are  fully  set  forth.  Particular 
attention  is  invited  to  Schedule  1  which  summarizes 
the  total  expenditures  by  program,  agency,  and  source 
of  funds. 
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